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WELFARE AND PENSION PLANS INVESTIGATION 





WEDNESDAY, JULY 20, 1955 


Unirep Srartes SENATE, 
CoMMITTEE ON LaBor AND Pusiic WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION F UNDs, 
Washington, D. C. 


The subcommittee met, pursuant to call, at 11:10 a: m., Senator 
Paul H. Douglas (chairman) presiding. 

Present: Senators Tounien, ion, co Allott. 

Also present: Paul J. Cotter, chief counsel and staff director, and 
Louis S. Reed, research director. 

Senator Doveras. The hearing today is for the purpose of obtain- 
ing information concerning the activities of certain Federal agencies 
with respect to the conduct of welfare and pension funds under present 
legislation. The subcommittee will also be pleased to receive the 
views of these agencies as to any problems which they believe should 
be considered by the subcommittee in its study to determine whether 
Federal legislation is necessary with respect to employee welfare and 
pension plans subject to collective bargaining or other funds in order 
that the proper conservation of the funds may be obtained and in 
order that the interests of the beneficiaries may be protected. 

The subcommittee appreciates that much of the present activity of 
Federal agencies with respect to welfare and pension funds is merely 
incidental to more primary functions and, in view of that situation, 
our examination is not to be a critical one in any respect, but rather 
will be for the purpose of finding out what is now being done in this 
field. It is hoped that such information, together with such views as 
the officials of these agencies may care to express, will provide a better 
basis for the subcommittee to determine the need for legislation. 

In this connection we have asked the following agencies to appear 
before us: The Internal Revenue Service, in respect to which it is 
noted that Mr. Swartz, Director of the Tax Rulings Division, is 
present; the Federal Reserve System, for which Mr. Balderston is 
present; the Securities and Exchange Commission; the National La- 
bor Relations Board; the Department of Justice; the Department of 
Labor; and the Department of Health, Education, and Welfare. 

I addressed a letter to the Commissioner of Internal Revenue on 
July 14 indicating some of the information we wanted to secure from 
the Internal Revenue Service and listing seven questions. Mr. 
Swartz, do you want to proceed ? 

Mr. Swartz. I have prepared a brief statement which will take 5 
minutes to read if you care to have it. 

Senator Doveras. All right. 
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STATEMENT OF HAROLD T. SWARTZ, DIRECTOR, TAX RULINGS 
DIVISION, INTERNAL REVENUE SERVICE, ACCOMPANIED BY 
ERNEST VAUGHN, DIRECTOR, AUDIT DIVISION 


Mr. Swarrz. Mr. Chairman and members of the subcommittee, I 
am here today in response to the request of your subcommittee for a 
brief statement with respect to the responsibilities and supervision 
of the Internal Revenue Service under present law in the field of wel- 
fare and pension plans. 

The duties and powers of the Commissioner of Internal Revenue 
are prescribed by the Secretary of the Treasury and are confined to 
the administration and enforcement of the internal revenue laws as 
enacted by the Congress. Accordingly, the responsibilities of the 
Commissioner as they relate to welfare and pension plans pertain 
only to the Federal tax aspects of such plans. 

In seeing that the taxes levied by Congress are paid, the Revenue 
Service does not seek to act as a regulatory agency. We know full 
well the importance of taxes in the conduct of business and in other 
activities; but we do not attempt to tell anyone how to run his busi- 
ness or what financial or personal decisions he should make. Our job 
is to determine the tax consequences of decisions and actions of others 
and in so doing to apply the tax laws fairly in accordance with the 
terms of the statute. 

The terms “welfare plan” and “pension plan” are sometimes used 
interchangeably. However, the Internal Revenue Code of 1954 con- 
tains separate provisions relating to the income tax aspects of these 
funds. 

Requirements relating to the exemption of employees’ pension funds 
are contained in section 401 of the code. This section also relates to 
stock bonus and profit-sharing funds. In order for such funds to be 
exempt from Federal income taxes, the plans of which they are a 
part must meet certain conditions. In general these conditions are: 

1. The plan must be for the exclusive benefit of the employees or 
their beneficiaries. 

2. No part of the corpus or income of the trust may revert to the 
employer. 

3. The eligibility requirements, the contributions to the plan, and 
the benefits paid, must not discriminate in favor of employees who 
are officers, shareholders, supervisory employees, or highly compen- 
sated employees. 

Pension, stock bonus, and profit-sharing trusts are subject to the 
tax on unrelated business income imposed by section 511 of the code if 
such trusts conduct any trade or business not substantially related to 
the purpose constituting the basis for their exemption. Exemption 
mav also be denied or revoked if any such trust engages in a “prohib- 
ited transaction” as defined in section 5038 of the code. 

It should be understood that the transactions are not actually for- 
bidden by the revenue laws but are “prohibited” only in the sense of 
being inconsistent with continued tax privileges. These provisions 
prohibit the creator of the organization, a substantial contributor 
thereto, or a member of the family of either, or a corporation con- 
trolled by either, (1) from receiving a loan of income or corpus of the 
organization without giving adequate security and reasonable interest, 
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(2) from receiving compensation from the organization except a 
reasonable allowance for personal services actu: lly rendered, (3) from 
receiving services from the organization on a preferential basis, (4) 
from selling a substantial amount of securities or property to the 
organization for more than adequate consideration, (5) from buying 
a substantial amount of securities or other property from the organ- 
ization for less than adequate consideration, sna (6) from partic Ipat- 
ing with the organization in any other transaction which diverts 
a substantial amount of income or corpus to such person. 

Welfare funds, exempt under section 501 (c) (9), are not subject 
to the “unrelated business income” nor the “prohibited transaction” 
provisions of the Internal Revenue Code, 

Senator Doucias. Are they subject to the restrictions mentioned in 
the preceding paragraph ¢ 

Mr. Swartz. No, sir; that just relates to pension, profit-sharing, and 
stock-bonus funds. There are also separate sections of the code pro- 
viding a separate form. 

Senator Douguas. Is it true that audits are conducted on those 
funds? 

Mr. Swartz. That is true with the income-tax deductions. It is not 
true as to the information on the information returns except on a much 
smaller basis. 

Senator Dovenias. You audit a much smaller percent ? 

Mr. Swartz. ‘Toa much smaller extent ; yes. 

There are also separate sections of the code governing the tax treat- 
ment of employer contributions to pension, stock-bonus, and profit- 
sharing funds and distributions from these funds to employees or 
their beneficiaries. For ex: unple, section 402 relates to the taxability 
of beneficiaries of employees’ trusts. Section 403 relates to the taxa- 
tion of employees’ annuities. In general, sections 402 and 403 provide 
that such distributions are taxable to the distributees as an annuity 
when received by them. Section 404 relates to the deduction for 
contributions of an employer to an employees’ trust or annuity plan 
ande ompensi ition under a deferred-payment plan. Section 404 places 
certain mathematical or actuarial limitations on the amount of em- 
ploye r contributions ths at may be deducted. 

The term “welfare fund” within the experience of the Internal 
Revenue Service usually means a fund which provides for the payment 
of benefits such as in the event of death, sickness, or accident. 

A provision of the Internal Revenue Code covering the exe mption 
of this type of fund is found in section 501 (ec) (9) which provides for 
exemption from taxation of— 

(9) Voluntary employees’ beneficiary associations providing for the payment 
of life, sick, accident, or other benefits to the members of such association or their 
dependents, if-——(A) no part of their net earnings inures (other than through 
such payments) to the benefit of any private shareholder or individual, and 
(B) SS percent or more of the income consists of amounts collected from members 
and amounts contributed to the association by the employer of the members for 
the sole purpose of making such payments and meeting expenses. 

Employer contributions to these welfare funds are deductible under 
section 162 of the code relating to deduction of ordin: ary and necessary 
expenses paid or incurred in carrying on a trade or business. There 
are no mathematical or actuarial limitations on these deductions as 
there are with respect to contributions to pension, stock-bonus, profit- 
sharing, and annuity plans. 
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Benefits paid from a welfare fund exempt under section 501 (c) 
(9) may or may not be taxable to the recipients depending upon the 
nature of the payment. 

I should point out that sections 401 and 501 (c) (9) are applicable 
only where the benefits are funded; that is, where the contributions 
are paid over to a separate entity. An employer making direct pen- 
sion or welfare payments may, of course, obtain a deduction for the 
benefits paid depending on the circumstances in each case. 

It is incumbent upon organizations claiming exemption from tax 
to establish their exemption. Organizations sinieaind exemption un- 
der section 501 (c) (9) must file their applications with the district 
director’s office. Organizations claiming exemption as a pension, 
profit-sharing, or stock-bonus trust are not necessarily required to file 
for exemption but must eventually establish their exemption to the 
satisfaction of the district director. However, substantially all em- 
ployees’ trusts do present their plans to the district director for an 
advance opinion as to their exemption. District directors are au- 
thorized to determine exemption in cases of pension, stock-bonus, and 
profit-sharing trusts and in the case of welfare funds where the appli- 
vation of the statute is clear under already issued regulations and 
rulings of the national office. Cases which present involved or ques- 
tionable issues and do not fall in the routine categories are referred 
to the national office for advice or for the issuance of a ruling as to 
whether exemption is allowable under the law. 

Tax exemption under section 501 (c) (9) is applied for on a special 
form, No. 1026, which may be obtained from the district director of 
internal revenue for the district in which the welfare fund is located. 
That form is completed and filed with the director, together with the 
supporting evidence called for on such form. Ap Teation is filed 
after the fund has been in operation for a period of 1 year in order 
to establish a basis for appraisal of the purposes of the fund, the use 
which is made of its receipts, and the participation in the benefits. 
The supporting evidence includes financial statements, a copy of the 
document establishing the fund, and a schedule of benefits provided 
or per icipating employees. 

(orm 1026 follows :) 


2 alles 
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U. 8 TREASURY DEPARTMENT—INTERNAL REVENUE SERVICE 


ron 1026 EXEMPTION APPLICATION District Director fer 


Rev. Jan. 1966 


your District. 





(To be made only by a principal officer of the organization clawming exemption) 








For use of organizations applying for exemption under section 501 (a) of the Internal Revenue Code of 1954 as described 
in the following subsections (Check below the subsection under which exemption w claimed) 


[ ] Section 5601 (¢) (2). Corporations Holding Title to Property for Exempt Organizations 

C) Section 501 (c) (9). Voluntary Employees’ Beneficiary Associations. 

{ ] Section 501 (c) (12). Local Benevolent Life Insurance Associations and Mutua! Irrigations, ete., Companies. 
C) Section 501 (c) (13). Cemetery Companies and Corporations Chartered Solely for Burial Purposes 

() Section 501 (ec) (16). Mutual Insurance Companies Other Than Life or Marine. 


If the space provided for the insertion of information or data under any of the above questions is inadequate for the 
purposes, additional sheets may be used which should be properly identified and securely attached hereto 


1 Neme of organisation Date of application 


& Address (Number, street, post-ofies boa, sto.) 


40 Is the organisation incorporated! 4). If eo, under the laws of what State’ ée. Date of incorporation 
[ ] Yeas [ ] No 
44. If not incorporated, state manner of organisation | 40. If not incorporated, date of organisation 


} 
be. Is the organisation the outgrowth | 66. If so, state name of such predecessor and the period during which it was in existence 


or eontinuation of any form of 
predecemsor ' 


C1 ve 0 we 


¢@e. Mas the organization fied Federal income tax returna? | 66. If so, state return form number 


(ves C1 we 


7. State briefly the apecific purposes for which the organisation was formed 
for this purpose) 


te. Year or years filed 


(De not quote from, or make reference to, the articles of incorporation or bylaws 


Se. Ie capital stock issued and out- 8d. If eo, state (A) the class or classes of such stock, (B) the number and par walue of the shares, (C) the considera 


standing’ tion for which issued, and (1D) whether or not any dividends or interest has been or may be paid on any class of 
such stock 


CT ves 1) we 


9 If the organisation is purely a membership one, state the qualifications for membership 


10, State all sources from which income is derived 


11. Specify the purposes for which funds are expended 


18. State all the activities in which the organisation has engaged during its last two years of active operation. (Nxplain in detail) 


eee 


1 ela? 
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EEE EERIE EERE 
ite. If exemption t¢ delmed as an orgenteation desertbed tn section 661 (0) (2) state the complete name and eddress of | 186. Nember of shares of capital 
the organisations for whieh Uthe lo property te held j stock bold by cack orgenl 


ike. Whether any shares of stock have ever been held | 18d If oo, state years during watch | ifs. Tota! number of shares of each closes of stock held by euch 
by pereons other than shove o fisations | = held pereene 





J Vee ) Me ' 





10f Bate whether eonunl (lees expenses) Income le turned over to organisation for which | Ig. If not. state purpose for whieb the income (lees expenses) 
tithe te property is held te beid 
LJ) v- LJ We 


14a. If coonwtion te claimed as an organisation deserthed in section 601 (¢) (9) etate the 146. Amoent of Income or re l4e, Amount of Income oF re 
epectic benefita to whieh members ere entitied or attach hereto @ echeduly of euch from members and ‘eipte from souress other 
benefite of member hen members and oo 
during each year ff pleyers of members dur 
which enemptice ng each year for which 


















claimed exemption te claimed 
lad whether each + for whom contributions are made le entitied to i4e. If not, whieh employees do not receive euch benefits sad 
life a or similar benefite, proportionate to the contributions by give resaens therefor 
for tive | 
| veo LJ Ne 


ihe. If exemption te claimed as @ lowal henevolent Insurance association of the type described in section 601 («) (1%), attach copies of all membership 


certificates or forme of policies leeued and atete the counties in which membera are accepted 


16d, Miate whether etipaleted premiame are charged in advance of whether loeses are paid ibe. Uf atipulated premiame are paid, are polleyholders subject 


solely through aasesements to additional assesements to meet losses and expenses! 
(] vee L_) we 
ite. If exemption te claimed as a mutual ditch or irrigation company, « mutual or cooperative 146. Amount Me. Amount of ineome re 






telephone cer “y, o like organisation of the type deseribed in seetion 601 («) (12), ved fr 


state the yeare for which exemption te elelmed 





o~ ceived from other sources 
oldere during each during each year 





| | 
© described in section 601 (ce) (18), otate 176, If w 
tien 


te. If exemption le claimed as an 
whether controfied by any other or 





state name of such organisation and extent of such 











[ my 
t vou t No 


lle, Mate whether the orger 





n hee @ perpetual care fund If eo, attach statement giving nature of euch 
f (oash, securities, unaold land, ete). 
“er in which and by whom the fund 
adininistered, and specific purposes for 
which it ls ased 





Lo) Yee No 


ite. If exemption te claimed as an organisation deseribed in section 501 (6) (16), etate 186. Classes of ineurance written (attach apecimen copy of 
whether all policyholders are voting members each type policy leeued) 
|| vee L_} Ne 

© Attach to thie application 


declaration of trust, or other document setting forth your alms and 
(a) A classified statement of receipts and expenditures during the Inst purposes (conformed copies should be furnished) 


complete year of operation 





(4) A copy of your bylaws or other similar code of regulations. 








(9) Ao a an _ : — and Hebititicn as of the end of the (e) A copy of each lense, if any, in whieh you are the lessee or lessor of 
. property (real, personal, gas, oll, or mineral), or in which you own 
If incorporated, a copy of your articles of ir poration an interest under such lense, together with copies of all agreements 

If not incorporated, a copy of you titulion, articles of aaseciation with other parties for development of the property 





SIGNATURE AND VERIFICATION 


I, the undersigned, president, viee president, treasurer, assistant treasurer, chief accounting officer (or other duly authorized 
Meer) of the orga ion for which thie application is made, declare under the penalties of perjury that this application 
(including any accompanying statementa) has been examined by me and ia, to the best of my knowledge and belief, a true, 

rect, and complete application made in good faith pursuant to the Internal Revenue Code and the regulations thereunder. 





(Date (Mignature of offleer) (Tite) 





IMPORTANT 


A mere claim or contention by an organization that it is exempt from income tax under section 501 (a) of the Internal 
Revenue Code of 1954 M not relieve the organization from filing income tax returns and paying the tax, Unless the Commis 
sioner has determined that an organization ia exempt, it muat prepare and file a complete income tax return for each taxable 


year of ite exiatence Accordingly, every organization that claima to be exempt should furnish the information and data specified 
herein, together with any other facta deemed material to the question, with the least possible delay, in order that the Commis 
nioner can determine whether or not it is exempt. As soon as practicable after the information and data are received, the 


ganization will be advised of the Comminsioner’s determination and the annual returna which will be required 


0 8 COvERNmENT Permtine OFFICE © 10 101887 
FORM (Rev, Jan. 1068) 


Mr. Swarrz. Once an exemption has been granted by the Service, 
the fund is required to report any change in organization, purpose, or 
method of operation to the local district director in order that the etfect 
of such changes upon the exempt status of the fund may be determined. 
In addition, every welfare fund which has established its exempt status 
under section 501 (c¢) (9) of the code is required to file an annual 
Information return on form 990 with the local district director. This 
form requires the inclusion of financial statements and other informa- 
tion deemed pertinent for a determination as to whether the fund 
is being operated in a manner consistent with the requirements for 








ve 


~ tm 
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exemption. To the extent practicable within the limits of our man- 
power, these forms 990 are subject to examination and review in the 
district director’s office. Any violation of the applicable provisions 
of law or regulations results in denial of the exemption of the welfare 
fund. Also, if a finding is made that employer contributions do not 
constitute ordinary and necessary business expenses, deduction for 
such contributions is disallowed. 
(Form 990 follows :) 





U. S&S. Treasury Department—Internal Revenue Service 
RETURN OF ORGANIZATION DESCRIBED IN SECTION 501 (c) | 
x2o™ 990 | (OTHER THAN SUBSECTION 3] EXEMPT FROM TAX UNDER | :n'xrncr sett 
SECTION 501 (a) OF THE INTERNAL REVENUE CODE OF 1954 


(As Required Under Section 6033 (a) of the Code) 
én clin tte FOR CALENDAR YEAR jerict Ne 


Z 
; 
t 
« 


ed oo ow before the year beginning +19 _—s, and ending . 18 
caaieeedes PLEASE TYPE OR PRINT PLAINLY 


Lega! name of organisatien 


ti 
i 


Address (number and street) 


(City of town, postal sone number, State) 


i 
i 


Date of exemption letter and subsection of section 50] (c) under which you have qualified tor exemptior 


9. Do you have capital stock issued and 


1. State nature of activities standing? " C) Yes N 
If “Yes,"’ complete the following 
ne | | ee 
a. Number of shares outstandir 
2. Have you filed a tax return on Form 990-T (1) Held by individuals 
for this year? () Yee (_) No (2) Held by organizatior 


If Yes,’ where filed Total shares outstanding 


Unrelated business gross income reported $ b. Number stockholders at end of year 


(1) Dividend req 


' ar a) Preferred 

3. What is the legal form of your organization (a) Preferred stock 
(corporation, trust, unincorporated associa (b) Common stock 
tion, etc.)? | (c) Other 


10. Have any changes 


to the Internal Revenue Service been made 
4. In what year was your organization formed? | 


j in your articles of poratior r bylaws 
In what State or country? or other instrumer r F ee 
If Yes," attach a copy of the amendment 
$. Accounting method used in duplicate 
Cash LJ) Accrual LJ Other . 
41. Have you had any sources of income or e 
If other method used, explain . 
gaged in any activities which have not 
previously been reported to the Interna 


Revenue Service 





lf Yes,” attach detailed statement in di 
6. If exempt as described in section 50! (c) (2) yee etailex € k 
Sate. 
state name and address of organization for cate 
which you hold title to propert 
» y le to property | a2. , bo 
e 
attributable t 
] Aembers and the 
7. If you are successor to previously existing or a. Members and th 


ganization(s), give name(s) « 
of the predecessor organization(s) 


i address(es b. Others 





13. Did you lease or rent any re 
— 


1a per 





8. The books are in care of 


Located at 








62033-—-56—pt. 3- 2 
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‘ewe Me INCOME, DUES, CONTRIBUTIONS, ETC. Yags 4 
1. Dues, assessments, etc., from members, excluding service and other charges properly included under | 
tern 7 (see Instruction 5) is — } 
2. Dues, assesaments, etc., from affiliated organizations (see Instruction 5) one - 
3. Contributions, gifts, grants, etc., received (see Instruction 5) 
4. Interest 
6. Dividends 
6. Rents P none 
1. Grose receipts trom business activities (Btate nature): | 
(a) : ; \s 
(b) 
©) | | 
(d) = i 
8. Gain (or loss) from sale of assets, excluding inventory items (see Instruction 10) | 
9. Other income (i! more than 10 percent of item 10, attach itemized schedule. Also see Instruction 5) eT 
10. Total of items 1 to 9, inclusive peeneeesecouaae ocaue aesee , jeecesces all ici tccas 
DISPOSITION OF INCOME, DUES, CONTRIBUTIONS, ETC. 
Expenses attributable to income iterns 6 and 7 (see Instruction 6): | 
tL... vce sudiaswbned eee bwad bN056 > oe ewsengeedeeeshonbeedekendennneeness — $ 


12. Compensation ol officers, directors, trustees, etc. (Attach statement showing name, position, salary, 
ey I NES GE Oy 6 0 66 5 oho 6s heen 6090596 :09 4 06090 0855905 60050001450505000005000000 een 


13. Wages, salaries, and commissions (other than 
14. Interest 


ompensation of officers, directors, trustees, etc.) 


18. Taxes (such as property, income, social! security, unemployment taxes, etc.) 
16. Rent 


17. Depreciation (and depletior 


18, Miscellaneous expenses (State nature) 


Other expenses : 


19. Dues, assessments, etc., to affiliated organizations ; . a 
28. Compensation of officers, directors, trustees, etc. (not included under item 12) (Attach statement showing 


name, position, salary, and time devoted to position) oes nee 
21. Wages, salaries, and corm:issions (not included under item 13) 


22. Interest (not included under item 14) 





23. Taxes (not included under iter 


. Rent (not included 





nder item 16 


» Miscellaneous expenses not elsewhere classified (State nature): 


ea | 
(b) 


26. Contributions, gifts, grants, etc., paid (State to whom paid): 
(a) $ 
(b) 
(c) 


(d) 
Other dispositions 


27. Benelit payments to or for members or their dependents 


(a) Dea 


th, sickness, hospitalization, disability, or pension benefits 
(b) Other benefits 


| 


28. Dividends and other distributions to members, shareholders, or depositors 
29. Additions to reserves (Attach iternized schedule) 
38. Additions to surplus 





31. Total of items 1) to 30, inclusive (see Instruction 7) 


a 
i 


lin 
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Schedule A.—BALANCE SHEETS (See Instruction & Pege 2 
—<< a Beginning of Your TS _ or - 
ASSETS i Amove! Tete! Amount Tete! 
1. Cash $ | $ | 
2. Notes and accounts recaivable $ . | | 


t 


eos: Reserve for bad debts 

3. Inventories 

4. Investments in governmenta! obligations | 
§. Investments in nongovernmental bonds, etc | | } 
6. Investments in corporate stocks (see Instruction 9) 
. Other investments (Iternize) \$ $ 


~ 


| 


8. Capital assets | 
(a) Depreciable (and depletable) assets (Attach | | | | 
itemized schedule) is | $ | 
Less: Reserve for depreciation (and depletion) eee cal | 
(b) Land ve | 
8. Other assets (Iternize) $ $ | 





108. Total assets eouse : ls 


11. Accounts payable 


LIABILITIES | | 
sah 
12. Bonds, notes, and mortgages payable 
(a) With original maturity of less than | year |S | 
(b) With original maturity of | year or more 7 es | 


13. Other liabilities (Itermize) $ | $ 


i. Total liabilities 


18. Capital Stock 
(a) Preferred Stock : yee ; /$ 
(b) Common Stock 

16. Membership certificates 

17. Paid-in or capital surplus (or donated capite! if a trust) | | 

18. Surplus reserves (Itemize) $ | | | 


VaR 
| 


19. Earned surplus and undivided profits , | 
20. Total net worth is | 
21. Total abilities and net worth..................] i | 





SIGNATURE AND VERIFICATION (See Instruction 11) 


1, the undersigned, president, vice president, treasurer, assistant treasurer, chief accounting officer (or other duly authorized officer) 
of the organization for which this return is made, declare under the penalties of perjury that this return (including any accompanying 
schedules and statements) has been examined by me and is, to the best of my knowledge and belief, a true, correct, and complete return 
made tn good faith, for the taxable year stated, pursuant to the Internal Revenue Code and the regulations issued thereunder 


‘ . 

| CORPORATE | 

(Date) (Signature of officer) (Tithe) = 

I declare under the penalties of perjury that | prepared u::s return for the person named herein and that this return (including any 

accompanying schedules and statements) is, to the best of my knowledge and belief, a true, correct, and complete return based on all 
the information relating to the matters required to be reported in this return of which | have any knowledge. 


(Dote) (individual or firm signature) a (Address) 
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1. An annua! statement of gross income, receipts, disbursements, 
etc., on this form, is required by law of every organizotion which is 
exempt from tax under section 501 (a) of the Code of 1954, except- 
ing only—(1) fraternal beneficiary society, order, or association 
described in section 501] (c) (8); (2) organization described in sec- 
tion 501 (c) (3) (see Form 990~A); (3) religious or apostolic organi- 
zation described in section 501 (d) (required to file Form 1065) 
(4) stock bonus, pension, or profit-sharing plan which qualifies under 
section 401 (a) (see Form 990-P); or (5) corporation described in 
section 501 (c) (1), tf wholly owned by the United States or any 
agency or instrumentality thereof, or a wholly owned subsidiary of 
such corporation. 


2. This form shall be prepared in accordance with the method 
of accounting regularly employed in keeping the books of your 
orgauization. 


3. Fill in the items on pages 2 and 3 of this form to the extent 
that they apply to your organizatior 


4. A group return on this form may be filed by a central, parent, 
or like organization for two or more of its chertered, affiliated, or 
associated local organizations which (a ibject to its general 
supervision and examination, (b) cre exempt from tax under the 
same provision 





of revenue law as the central organization, (c) have 
suthorized it in writing to include them in such return, and (d) have 
filed with it statements, verified under oath or affirmation, of the 
information required to be included in this return. Such group 
return shall be in addition to the separate return of the central 
organization, but in lieu of separate returns by the local organiza- 
tions included in the group return. There shal] be attached to such 
group return a schedule showing separately (a) the total number, 
names, and addresses of the local organizations included, and (b) 
the same information for those not included therein. 

§. In all cases where item | or 2 includes mx 
amounting to $3,000 or more, and item 3 or 
property amounting to $100 or m 


ney or property 
J includes money or 
re which was received directly 
in one or more transactions during 
the year, itemized schedules showing the total amount received from 
and the name and address o/ 1 persor, shall be attached 
to this return. (The term ‘‘person”’ includes individuals, fiduciaries, 
partnerships, corporations, associations, and other organizations.) 
Receipts by a ation from organizations included 
in a group return need not be iter 


nized in the 
tion's separate return. 





x indirectly from one persor 


each s 





central 







organi 


central” organiza- 


GENERAL INSTRUCTIONS 
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6. If the total of income items 6 and 7 is not more than $5,000 
amounts includible in item 11 through item 18 may be entered under 
item 20 through item 25 under the appropriate headings. Where 
sections “A” and ‘B” must both be completed, items of expense may 
be divided between these sections on the basis of accounting records, 
or, if such records do not provide for this division, any items of ex- 
pense which fall wholly under either of these sections may be divided 
on any reasonable basis, such as an approximation of the use of a 
facility or the time spent by an individual 


7. If ttem 31 does not equal item 10, attach a schedule ac- 
counting for the difference. 


8. The balance sheets, Schedule A, should agree with the 
books of account or any differences should be reconciled. All 
organizations reporting to any national, State, municipal, or other 
public officer may submit, in lieu of Schedule A, copies of their 
balance sheets prescribed by any such authority as of the beginning 
and end of the taxable year 


8. In all cases where line 6, Schedule A, includes 10 percent 
or more of any class of stock of any corporation, attach a list showing 
the name olf the corporation, the nuinber of shares of each type of 
stock owned (including information indicating whether the stock is 
voting or nonvoting), and the book value of the stock included in 
line 6, 


10. Attach a detailed statement showing with respect to each 
piece of property sold: (a) Date acquired and manner of acquisi 
tion; (b) Gross sales price; (c) Cost or other basis (value at time 
of acquisition, if donated); (d) Expense of sale and cost of im- 
provements subsequent to acquisition; (e) Depreciation since acqui 
sition; and (f) Gain or loss—(b) plus (e) minus (c) plus (d). 


11. Signature and Verification.—The return must be signed either 
by the president, vice president, treasurer, assistant treasurer, chief 
accounting officer, or by any other corporate officer authorized to 
sign. A receiver, trustee, or assignee must sign any return which 
he is required to file on behalf of a corporation. The statement at 
the bottom of page 3 of the return is required to be signed by any 
person, firm, or corporation who prepared the taxpayer's return. 
If the return is prepared by a firm or corporation, it should be 
signed in the name of the firm or corporation. The statement is 
not required if the return is prepared by a regular, full-time em- 
ployee. 


12. For further information see regulations under sections 6033 (a) 
and 50] of the Internal Revenue Code. 


Form 990-T.—Section 511 of the Code imposes a tax in case of certain organizations described in sections 401 (a) and 501 (c) (2), 
(3), (S), and (6), on income derived (a) from operation of a business enterprise which is unrelated to the purpose for which such organization 


received an exemption or (b) from certain rentals from property leased to others on a long-term basis. 


Such income and tax are to be 


reported on Form 990-T, copies of which may be obtained from the District Director of Internal Revenue. 


Form 990-C.—A Farmer's Cooperative Association exempt from tax under section 521 of the Code is subject to tax as provided in 
section 522 and is required to file Form 990-C, copies of which may be obtained from the District Director of Internal Revenue. 


© + OVERNMENT PRINTING OFricE 
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Mr. Swartz. The procedure with respect to determining and main- 
taining the tax status of pension, annuity, profit-sharing, and stock- 
bonus “plans is somewhat similar to that of welfare funds. The 
trustees of these funds are also required to file annual information 
with the Service. 

I would like to emphasize that the principal function of the Internal 
Revenue Service is the collection of Federal taxes. ‘There are more 
than 70 different internal-revenue taxes so imposed. The collection 
of these taxes involves the processing of nearly 95 million tax returns. 
Obviously, we can neither examine nor audit all of these returns. We 
must channel our limited examining manpower to the items which 
are believed to be the most productive. Accordingly, only a small 
portion of our time can be devoted to examining into the annual infor- 
mation returns filed by exempt organizations. 

Gentlemen, this completes the statement. I would like to express 
appreciation for this opportunity to acquaint you with the responsi- 
bilities and supervision of the Revenue Service in the field of welfare 
and pension plans. 

Senator Doveras. Did you make any tabulation of the amounts con- 
tributed by employers or by employees? 

Mr. Swartz. We have nothing on contributions by employees. We 
do have some figures on contributions to profit-sharing, stock-bonus, 
and pension plans by employers, but we have no figures with respect 
to welfare funds. 

Senator Doveias. Do you have a tabulation of the totals? 

Mr. Swartz. We have a separate line on the tax-return setup for 
statistical purposes, and we have some tabulation of employer con- 
tributions. We have the number of plans and the contributions into 
the pension funds. 

Senator Dovueias. They are published in the annual income sta- 
tistics ¢ 

Mr. Swarrz. Yes. 

Senator Dovetas. Would you submit for the record the full infor- 
mation on this for the benefit of the committee? 

Senator Atyorr. Mr. Chairman, would you repeat that? I didn’t 
hear you. 

Senator Dovetas. I was asking the witness to submit for the record 
a full tabulation on the amounts contributed by employers for pen- 
sion, welfare, and profit-sharing plans, and the number of such plans. 

Mr. Swartz. We have those figures up through 1952. 

Senator Doucias. I wonder if you would make a statement from the 
figures available? 

Mr. Swartz. Our figures to date show what we have accrued for 
the total plans. This includes pension, profit-sharing, stock-bonus, 
and annuity plans. 

Senator Dovenas. You don’t differentiate between them 

Mr. Swartz. No; wedon’t. The total is some 28,000. 

Senator Doveias. What are the total annual contributions, ap- 
proximately ? 

Mr. Swartz. I have the deductions claimed by employers here from 
1946 to 1952. I might say that the contributions may not necessarily 
tie in with deductions because they may make a larger contribution 
than is deductible. 
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The deductions claimed in 1946 were $834,625,000; in 1947, $1,- 
038,315,000; in 1948, $1,153,499,000; in 1949, $1,216,068,000; in 1950, 
$1,660,915,000; in 1951, $2,326,944,000; in 1952, $2,551,840,000. 

Senator Doveras. So that a minimum of $214 billion would have 
been contributed by employers to pension, profit-sharing, and stock- 
bonus plans? 

Mr. Swartz. That’s right, sir. 

Senator Douaias. You don’t have a breakdown between these plans? 

Mr. Swartz. For the separate types of plans; no. 

Senator Doveras. And a breakdown by the amounts contributed by 
employers to welfare plans? 

so Swartz. No, sir; there is no separate line on the tax return on 
that. 

Senator Dova.as. Is there a disclosure provision in the 1950 amend- 
ment te the Internal Revenue Act about certain forms of eleemosynary 
trusts ¢ 

Mr. Swartz. Yes, sir; I believe there is. With respect to that t 
of trust we have a form 990—A which is required to be filed selena, 
Page 3, that is the second sheet provided in that form, is filled in and 
that is removed and becomes available in the district director’s office 
to anyone who cares to inspect it. 

(Form 990-A follows :) 
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FORM §90-A U. 8S. Treasury Department—Interna! Revenue Service DO NOT WRITE Iv 
. 1864) 


we U. S. RETURN OF ORGANIZATION EXEMPT FROM TAX —— 


Servai be. 
Section 501 (c) (3) of Internal Revenue Code of 1954 











This retern must be fied on NOTICE —The lew requires thet certain information required on this return 
of before the 15h day of the be grote qottabte te the page, Vases © and $ axe Custgned ter Gi guspese 
AIH month following the close enemas — 
of the ennea! sceuanting period. FOR CALENDAR YEAR 
Reture must be Sed wi te | 
District Director of Interna! Rey other tazable 
enue for the istrict in whieh ts | °C Devinning 10 
located the principal place of | ond ending . 19 
besiness of principal office of Please type or print plainly 
tne organization Dove of exemption letter 





them Me. GROSS INCOME ae a 
1. Gross sales or receipts from business activities. ..... $ | 


2. Lees: Cost of goods sold or of operations (Attach itemized statement) i 
3. Gross profit from business activities. . . 








s. 
4. Interest ... 
5. Dividends an 
6. Rents and royalties. . 
3. Gain (or loss) from sale of assets, excluding inventory items (See instruction 2) | cd 
6. Other income (Attach itemized statement) | (ery 
%. Total gross income (items | to 8, incl.) : s 
INCURRED EXPENSES ATTRIBUTABLE TO GROSS INCOME 
10. Compensation of officers, directors, trustees, etc. (Attach statement showing name, position, salary, and | | 
time devoted to position) iid Bis 
11. Salaries and wages (other than amounts shown in item 10) 
Bi MO oo cconscencbdccsene 
13. Taxes 
14. Rent Sietcans 
18. Depreciation (Attach schedule) . 
16. Miscellaneous expenses (Attach itemized statement) ——_— 
a7. Total expenses (items 10 to 16, incl.) ‘ a 
DISBURSEMENTS MADE WITHIN THE YEAR OUT OF CURRENT OR ACCUMULATED INCOME 
FOR PURPOSES FOR WHICH EXEMPT, AND ACCUMULATION OF INCOME 
18. Administrative and operating expenses (not included above) $ ata ities 
18. Contributions, gilts, grants, etc.: (Attach list showing each class of activity for which disbursements were made 
with separate total for each. Also show to whom paid. If made to individuals related by blood, m 
or adoption to any person having an interest in the organization such as director, trustee, officer, donor 
etc., state relationship.) % . 
28. Accumulation of income within the year (item 9 jess the sum of items 17, 18, and 19) $ 
21. Aggregate accumulation of income at beginning of the year (computed for prior years as under item 20) Se 
22. Accumulation of income at end of the year (item 20 plus item 21) \$ a, 
DISBURSEMENTS MADE OUT OF PRINCIPAL FOR PURPOSES FOR WHIGA EXEMPT | 
23. Administrative and operating expenses si , ne a a a a ah aaa = 
34. Contributions, gifts, grants, etc. | 
(a) Paid out in prior years aaa ta daa 
(b) Paid out within the year: (Attach list showing each class of activity for which disbursements were made | 
with separate total for each. Also show to whom paid. If made to individuals related by blood } 
marriage, or adoption to any person having an interest in the organization such as director, } 
trustee, officer, donor, etc. state rejgtionship.) FO eens ee 
RECEIPTS NOT REPORTED ELSIOW-ERE ON THIS FORM | 
28. Contributions, gifts, grants, etc., received $ 





SIGNATURE AND VERIFICATION (See instruction 8 


1, the underrigned, president, vice president, treasurer, assistont treasurer, chief accounting officer (or other duly authorized officer) 
of the ofcanization for which this return is made, declare under the penalties of perjury that this return (including any accompanying 
schedules and statements) has been examined by me and is, to the best of my knowledge and belief, a true, correct, and complete return 
made inj good faith, for the tazable year stated, pursuant to the Internal Revenue Code and the regulations issued thereunder 


Gigne ofticer| (Tithe) 


1 declare under the penalties of perjury that | prepared this return for the person named herein and that this return (including any 
@ccompan: schedules and statements) is, to the best of my knowledge and belief a true, correct, and complete return based on all the 
information iting to the matters to be reported in this return of which | have any knowledge. 
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Schedule A.—sALANCE SHEET AS OF THE BEGINNING OF THE YEAR 


1. Cash 
3. Notes and accounts receivable 
Lew: Reservelor bod debts 
Inventories 
Investments in governmenta! obligations 


Investments in nongovern 





ai bonds, etc 
Investments in corporate stocks 


“ae ew 


Other investments (itemize) 





tal assets 
a) Depreciable (and depletable) assets (Attach itemised schedule) is i 


(and depletion) 









Less: Reserve for depreciation 








} | | 
(b) Land | | 
s "her asvets (itemize s | 
} ———— 
r } | 
10 Total GGBGHD. 0. wee cece ceccneecenncrcnccvoessrecssesesegecsaseocevessess§ = = =f Fe aie 
LIABILITIES | 
11. Accounts payable | $ } 
12. Bonds, notes, and mortgages payable 
2) With original maturity of less than | year Dcccintiabenndnia | 
b) With original matur re paliemange nemaguiiitii | 
13. Other liabilities (itemize i$ } | 
; | 
} | 
14 Total liabilities $. 
NET WORTH 
18 apit tock | 
stock s 
k on $ 
18. M } 
17. | 3 pita k ted capital if a trust 
18. Surplus reserves (itemize £ | 
| | | 
| o-----e- | 
49. Earned plu j jed profits | 





21 Tota ties and net wort < 














1 e . vies (Attach detailed etaternent) sr re rty for rental purposes on wh 
’ rred ir 7 the 
¢ in making improver s theret J Yee N 
x ° x ret Form 990-T tor this year Jj Yee (JN Uf “Yes,” attach detailed statement in duplicate. 
Unrelated business © reported s 10 ve y . ited or opposed 
e 1 of statements 
any leg 2 ate LJ Yes J 
2 w . - y lt “Yee 2 2 stotemer i ow t ee 
on 
11. Hove you during the r participated in. of inuervened in 
> Retributing antemnented 
enali ot any candidate for - . 
0) Yee () No 
ae . ° 3 ° Yos od « of such octivities. 
12 ‘ 
e creator of y njanization. or 
b your on ation, or * 
A er or sister (whole aif blood), spouse. ancestor 
Buy ° tal stock !ssued ond outstanding state w eu! desce # sux reator or contributor, or 
ee « a t mn owne: perce f more of voting stock or 
- 3 . eator of 
o er of shares he . 3) Borrow any part of your income or corpus CJ Yes (J) No 
. “ res he 7 ° 
° « . . ere at @ i ve Receive y eesatior f persor services from 
° ohe ends = Ye (CN | you LJ Yes |) Ne 
s ons ° erm aaee 
os oo oo (c) Have any part of your services made available 
to b 0 Yes 0 No 
1. Have any os not f Y re ° | 
Kevenue ° ° = | * 
e . Ore Ono | (d) Purchase any securities or o ser property trom you C) Yes () Ne 
py ° ents * 
| > > 
| ©) Sell any securities or © property to you? LJ Yes Jj Ne 
| 
a . - any 
° e Revenu 
LJ Yes .Jj N f Have any part of ne of corpus diverted to 
L "Ye ed statene ate rm ) Yes () No 
| If answer to any question ws “Yes.” attach detailed statement 
in dug ate 
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FORM 990 A U. S. Treasury Department—Internal Revenue Service | Page 3 


amasthenasiesei U. $. RETURN OF ORGANIZATION EXEMPT FROM TAX aan ae 


IN SPACE BELOW 
Section 501 (c) (3) of Internal Revenue Code of 1954 — = = 


Serio. Mo 
This return must be filed on NOTICE. 7 


The lew re 





thet certain intormetion re. 











































or before the 15th day of the be made available to th Pages 3 ond 4 are dest ap this puspess 
Sib ai Sinan Oe Sith fester rer ee anne neenes esaiabe 
of the ennual ccguating parted FOR CALENDAR YEAR 
Return must be fled with the 
District Director of Internal Rev- | O seg taxable - 
enue for the district in which is | 7°°* eee nt 
located the principal place of | ond ending | eo _: % 
business or principal office of Please type or print plainly 
the organization. "Dieta of oniensan tale : . 
Lega! name of coganiantion ait 
Address (number and siree 
ty of town, postal sone number, and State’ 
en GROSS INCOME 
1. Gr ness activities $ 
2. s sold or of operations (Attach iternized staternent L a ae 
3. Gr $ * $ 
4. : eres 
§. Dividends 
6. Re r es 
7. Gain (or loss) from sale of assets, excluding inventory items (See instruction 
8. Other income 
s. Total gross income (items | to 8, incl.) $ 
INCURRED EXPENSES ATTRIBUTABLE TO GROSS INCOME 
10. Compensation of officers, directors stees, et $ 
11. Salaries and wages (other than amounts shown in item -10) 
12. interest 
13. Taxes 
14. Rent 
18. Depreciation 
16. Miscellaneous expenses 
i7. Total expenses (items 10 to 16, imcl $ 
DISBURSEMENTS MADE WITHIN THE YEAR OUT OF CURRENT OR ACCUMULATED INCOME 
FOR PURPOSES FOR WHICH EXEMPT, AND ACCUMULATION OF INCOME 
18. Administrative and operating expenses (not included above) a ae 
18. Contribution ist showing each class of activity for which disbursements were made 
with separat 
Dictistietenccetinins 7 
20. Accumulation of income within the year (item 9 less the sum of items 17 $ 
21. Aggregate accumulation of income at beginning of the year (computed for ears ‘er as — = 
22. Accumulation of income at end of the year (item 20 plus item 21 $ 
DISBURSEMENTS MADE OUT OF PRINCIPAL FOR-PURPOSES FOR WHICH EXEMPT 
| 
23. Administrative and operating expenses a 
24. Contributions, gifts, grants, et 
(a) Paid out in prior years ; i$ ae —_ 
(b) Paid out within the year: (Attach list showing each class of activity for which disbursements were made | 
with separate total for each.) | 
is 
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ASSETS 
Cash 
Notes and accounts receivable 

Less: Reserve for bad debts 

Inventories 
Investments in governmental! obligations 
Investments in nongovernmental bonds, etc 
Investments in corporate stocks 
Other investments (itemize) ...... 


ad 


“eee 


Capital assets: 








(a) Depreciable (and depletable) assets (Attach itemized schedule) 


Less: Reserve for depreciation (and depletion) 
(b) Land 
Other assets (itemize) 
16 Total assets 
LIABILITIES 
11. 
12. 


Accounts payable 

Bonds, notes, and mortgages payable 
(a) With original maturity of less than | year 
(b) With original maturity of | year or more 


13. Other liabilities (itemize) 


14. Total liabilities 


18. Capital stock 
(a) Preferred stock 
(b) Common stock sete 


Membership certificates 


16. 
17. 
8. 


Paid-in or capital surplus (or donated capital if a trust) 
Surplus reserves (itemize) 


Earned surplus and undivided profits 
Total net worth 


is. 


21. 


Total liabilities and net worth 
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GENERAL INSTRUCTIONS 


/ 

1. An annual stotement of gross income, receipts, disbursements, 
etc., on this form, is required by law of every organization which, 
is exempt from tax as described in section 50] (c) (3) of the Code, 
excepting only (1) a religious organization; (2) an educational 
organization if it normally maintains a regular faculty and cur- 
riculum and normally has a regularly organized body of pupils or 
students in attendance at the place where its educctiona! activities 
are regularly carried on; (3) a charitable organization, or an organ. 
tzation for the prevention of cruelty to children or animals, if sup- 
ported in whole or in part, by funds contributed by the United States 
or any Stote or political subdivision thereof, or primarily supported 
by contributions of the general public; (4) or an organization 
operated, supervised, or controlled by or in connection with a reli 
gious organization described in section 50] (c) (3). The law also 
requires that every such organization furnish the information called 
tor on pages 3 and 4 and that such information be made available 


to the public. The law provides penalties for failure to furnish this 
inforthation. 


2. Attach a detailed statement showing with respect to each 
piece of property sold: (a) Date acquired and manner of acquisi- 
tion; (b) Gross sales price; (c) Cost or other basis (value at time 
af aoquisition, if donated); (d) Expense of sale and cost of improve- 
ments subsequent to acquisition; (e) Depreciation since acquisition; 
and (f) Gain or loss—(b) plus (e) minus (c) plus (d). 


3. In all cases where item 25 includes money or property amount- 
ing to $100 or more, which was received directly or indirectly from 
one person, in one or more transactions during the year, itemized 
schedules showing the total amount received from and ths name 
and address of each such person shall be attached to this return. 
(The term “person” includes individuals, fiduciaries, partnerships; 
corporations, associations, and other organizations.) 


4. Expenses may be divided between items 10 through 16 and 
ftiems 18 and 23 on the basis of accounting records. If such 


records do not provide for this division, expenses may be divided 
on any reasonable basis, such as an approximation of the use 
of a facility or the time spent by an individual 


S$. Activities in items 19 and 24 (b) should be classified accord- 
ing to purpose in greater detail than merely charitable, educational, 
religious, or scientific. For example, payments for nursing service, 
for laboratory construction, for fellowships, or for assistance to, 
indigent families should be so identified. 

The detailed list of organizations and individuals to whom pay- 
ments were made as well as other itemized statements called for 
on page | should be attached to page 2. Duplicates are not 
required in connection with pages 3 and 4. 


6. The balance sheet, Schedule A, should agnee with the books 
of account or any differences should be reconciled. 


7. In all cases where line 6, Schedule A, includes 10 percent 
or more of any class of stock of any corporation, attach a list show- 
ing the name of the corporation, the number of shares of each type 
of stock owned (including information indicating whether the stock 
is voting or nonvoting), and the book value of the stock included 
in line 6. 


8. Signature and verification.—The return must be signed 
eifher by the president, vice-president, treasurer, assistant treasurer 
or chief accounting officer, or by any other officer authorized to sign. 
A receiver, trustee, or assignee must sign any return which he is 
required to file on behalf of a corporation. The statement at the 
bottom of page | of the return is required to he signed by any per- 
son, firm, or corporation who prepared the taxpayer's return. If 
the return is prepared by a firm or corporation, it should be signed 
in the name of the firm or corporation. The statement is not re 
quired if the return is prepared by a regular, full-time employee. 


$. For further information see regulations under sections 6033 (a), 
S01 (a), and 6104 of the Interna! Revenue Code. 


Form 990-T.—Section 511 of the Code imposes a tox in case of certain organizations described in sections 401 (a) and 501 (c) (2), 
(3, (5), and (6), on income derived (a) from operation of a business enterprise which is unrelated to the purpose for which such organiza- 


tion received an exemption or (b) from certain rentals from property leased to others on a long-term basis 


Such income and tax are 


to be reported on Form 990-T, copies of which may be obtained from the District Director of Internal Revenue. 
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Mr. Correr. What has your experience been as to anyone coming 
in to inspect that particular part of the form / 

Mr. Swartz. As I understand it, we have contacted some of our 
district directors, and since this portion of the 990-A has been made 
uvailable they report there has been very little activity, if any, as to 

ople appearing to inspect these forms, and I guess the answer would 
be that we haven’t received too much help by making these forms 
public. 

Mr. Correr. What type of trusts does this relate to? 

Mr. Swartz. Those organizations which seek exemption under sec- 
tion 501 (c) (8), which are largely foundations, educational or 
charitable organizations. 

Senator Doveias. This was put in as a result of Senator Tobey’s 
feeling that certain business was performed by eleemosynary trusts 
and also that certain educational and charitable institutions were going 
into business, and the two functions were commingled. 

Mr. Swartz. I believe that’s right, yes, sir; that was coincidental 
with putting into the code certain provisions relating to prohibiting 
such transactions. 

Senator Doucias. So your general judgment is that the disclosure 
provision of 1950 has not been very effective ? 

Mr. Swartz. That seems to be the experience in our district di- 
rectors’ offices. 

Senator Doueias. Senator Ives. 

Senator Ives. I have a few questions. I am curious about what the 
Internal Revenue Service may have discovered in connection with 
some of these funds that have come to their attention. Have you 
noticed any irregularities anywhere along the line? 

Mr. Swartz. I can’t discuss specific cases. 

Senator Ives. I am not asking you for that. 

Mr. Swartz. I understand that through the examination of the 
forms 990 that are scrutinized, if we find anything that looks like it 
should be investigated, those are investigated. Of course, where it 
is not disclosed on the form we do not find it. If there are disclosures, 
or if we see something as a result of committee hearings, or in the 
newspapers we of course examine into anything that looks like it is 
within the jurisdiction of the Commissioner. 

Senator Ives. You have, then, run across some cases where these 
did appear? 

Mr. Swartz. We have followed up on some cases. 

Senator Ives. Have you any idea of how many times all told that 
type of thing has shown up where there seem to be irregularities, or 
something crooked ? 

Mr. Swartz. Mr. Vaughn is Director of our Audit Division, and 
he can answer that question better than I can. 

Senator Dovaias. Mr. Vaughn, would you answer that question of 
Senator Ives? 

Mr. Vaucun. What was the question? 

Senator Ives. What I am trying to find out is the approximate 
number of cases that have come to your attention where there seem 
to have been some irregularities where funds of this nature are 
involved. 

Mr. Vaucun. We haven’t any figures which would relate to the 
number of cases of a particular type on either plan. 
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Senator Ives. I mean in the aggregate, overall picture. I am not 
trying to separate them. 

Mr. Vaucun. We haven’t any figures, I was going to say, on any 
particular type of 990 cases. The reports that we receive have to 
do with the examination of returns in the overall, and do not provide 
for figures which are pinned down to a particular type of tax-exempt 
organization. 

Senator Ives. Then you have no way of knowing whether or not 
they be properly operated, have you? 

Mr. Vauaun. The only thing we do have is that each one of these 
returns is scanned in our office after they are filed by people who 
have been trained on the tax-exempt type of organization to determine 
whether or not on the face of the return the answer to certain ques- 
tions should be examined. They are scanned along with other re- 
turns filed by many different types of tax-exempt organizations. 
They are not singled out separately from other tax-exempt organ- 
izations. 

First, there are about 16 different types of organizations that file 
these forms 990 and just 1 is the welfare type, and as we go through 
them we scan all of them for different entries. 

Senator Ives. My next question follows naturally. Have you any 
idea generally as to how many of these funds are being examined 
where there is some question as to their validity or question as to their 
operation ? 

Mr. Vauenn. Of course, relating to welfare funds, the portion of 
the Internal Revenue Code applicable to the exemption of the welfare 
fund provides for two things; one, that they provide for payments 
of certain benefits. In other words, if they provide benefits other 
than for life, health, accidents, and so forth, they don’t get the exemp- 
tion originally asked for. In giving them their original exemption, 
we look at their charter and bylaws and see what kind of benefits they 
are providing. At that point their original exemption is granted by 
first scrutinizing their charter and bylaws to see what they are going 
to do. The restriction is that to be exempt no part of their net 
earnings may inure to the benefit of an officer or operator. Also, in 
looking at the 990’s we might find that there were exorbitant salaries 
being paid, which would be disclosed on the 990. In other words, we 
would look to see whether the net earnings are being paid for the bene- 
fits as described, as opposed to furnishing this income to any private 
individual. Of course, they can pay the ordinary business expenses 
of operating the fund. 

The other provision is that 85 percent or more of the income must 
consist of employer or employee contributions, and we check that, of 
course. 

Senator Ives. In other words, you really haven’t any measure or 
yardstick by which you can ascertain whether there is any dishonesty 
in the administration of such a fund. 

Mr. VauGcun. Once we decide that the organization operates a trust 
we assume that the people who are operating the trust will operate, 
then, in accordance with the trust agreements. 

Senator Ives. And if you were to go over all of the records that you 
have, you wouldn’t be able to ascertain anything else but those two 
points which you mentioned ¢ 
Mr. Vaueun. I think that would be about it. 
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Senator Dovenas. Senator Allott. 

Senator Au.orr. To go back to your statement, I would assume that 
roughly in income-tax statements, you would examine probably 1 
out of 10. 

Mr. Vaucun. I don’t believe it is quite that high. It is 1 out of 10 
within certain categories. There are some returns that are small 
returns, nontaxable and excluded, and then we have a smaller per- 
centage when you take the overall number of returns in a given 
category. No, sir, it doesn’t get to that figure. 

Senator At.orr. But there are the smaller ones which are excluded 
generally. One out of 10 out of those that are not excluded you go 
into. 

Mr. Vaucun. That’s right. 

Senator AtLorr. Now, Mr. Swartz, in the case of these various ap- 
plications under 1026, to which you do give an exempt status, and 
among those, of course, are these particular funds we are talking 
about. If you take those returns on 990 how many, would you say, are 
examined ! 

Mr. Swartz. You mean of the annual information returns ¢ 

Senator Atitorr. The annual information returns; yes. 

Mr. Swartz. The process, as I understand it, is that when those 
forms are filed, some of the collection officers or revenue agents merely 
take them and look at certain of the information to determine whether 
or not it requires further examination. We have no figures as to 
how many of those forms filed by welfare funds on 990’s are particu- 
larly singled out for any further examination or any further questions. 
Usually if we find something on the form that might be questionable; 
for example, if we find that less than 85 percent of the income came 
from members or employees, we would check in to see what the source 
of the other income was. Now, that is almost an 
disqualification. 

Senator AtLotr. Would an automatic check also be made as to the 
compensation of officers, directors, and so forth ? 

Mr. Swarrz. Not necessarily; no. It would be only if it looked 
considerably out of line with the amount of income and the operation. 

Senator ALLorr. But how would you know it was out of line unless 
you checked it? That is what I am getting at. 
that would call for an automatic check ? 

Mr, Swartz. No, sir. 

Senator Atiorr. What items under form 990, assuming that you 
pick up a form which you are checking, what items in 990 would call 
for an automatic check, or which of the things would you look at in 
addition to the 85 percent ? 

Mr. Swartz. I am sorry; I don’t believe I can answer that. 
haps Mr. Vaughn would know how these forms are processed. 

Mr. Vaucun. We have certain men who have experience in the 
handling of exempt organizations who look at every one of these in 
the office. 

Senator Attorr. You mean you look at every form 990 that is filed ? 

Mr. Vaucun. That is right, they are all looked over, but it is a very 


small number that may result in further examination over and above 
that check. 


automatic 


Is it one of the items 


Per- 
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Senator Atuorr. What items would be examined in your office? 
Would the examiner in your office check to determine whether or not 
he was going to cause a field investigation to be made? _ 

Mr. Vaucun. With respect to the type we are discussing here, there 
are two principal things we have in mind that we have mentioned. It 
would not be limited to that, but those are the things singled out. 
The percentage of the income derived from contributions from em- 
ployees and employers. Another one is whether or not the return 
indicates a type of activity prohibited to an organization in a tax-ex- 
empt status. i 

Senator Atitorr. Whether or not the return indicates a type of ac- 
tivity which would be prohibited to an organization—that is the sec- 
ond thing, then? 

Mr. Vaucun. If there are any other answers on the form which 
seem inconsistent with a tax-exempt organization, that might give 
rise to it, but I cannot specify that; I can only generalize that it 
would be something on the face of the return in answer to the questions 
which would give rise to it. Whether or not, for instance, some of 
the activity might be actually taxable. 

Senator Atxiorr. I don’t think you have to expand further on your 
answer tothat. I want to ask you now as to 990—A, question 10, “Com- 
pensation of officers, directors, and trustees, etc. (Attach statement 
showing name, position, salary, and time devoted to position.)” 
Would that be one of the things you would check ? 

Mr. Swarrz. I don’t find that. 

Senator Atiorr. Item No. 10. 

Mr. Vaucuyn. It is not singled out especially in our instructions 
to our peepee and I could not state to what extent our people would 
check that. 

Senator AtLotr. Wouldn't that be one of the primary things, Mr. 
Vaughn? Or let me turn my question el, because I am not 
trying to put the onus upon you. But if a person desired to use a 
charitable corporation for his own unlawful ends, what better place 
would he use it than to set up a dummy corporation which did per- 
form certain charitable or eleemosynary purposes in accordance with 
the exemption that you grant him under 1026, and then pay to him- 
self a very excessive salary plus various expenses which might in- 
clude hiring a two-engined airplane to fly himself around the country, 
and so forth, and so on. You know all of the items in your business, 
and what better place would a man find to gut a fund than that? 

Mr. Vaveun. I believe you are talking expressly about where a man 
might set up an organization of the pension-trust type. 

Senator Axxorr. I am talking about 990-A. I want to understand 
why you do not consider salaries and compensation of officers, di- 
rectors, and so forth, one of the critical places to watch. 

Mr. Vaueun. I say we expect the examiner to watch all of them; 
but I want to point out that when it comes to a pension trust, they 
consider the plan initially, and when they consider the plan, they 
do consider all of the aspects, including not only the benefits. 

Senator Attorr. Yes, I have qualified many corporations under 
1026, so I know what you have to go through, but having been quali- 
fied you then have only the articles of incorporation, some other ex- 
planatory data in perhaps their first year of operations which you 
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require in instances before you will grant an exemption status. Is 
that correct ¢ 

Mr. Vaucun. Yes, sir. 

Senator Atvorr. Or at least you have done that to me. 

Mr. Vaueun. That is correct, sir. 

Senator ALLorr. Now, having done that and established an exempt 
status, if a man expands his operation, assuming for legal purposes, 
then why isn’t the compensation deemed to be one of the most im- 
portant parts of this 990-A, even more important than the 85 percent, 
to determine whether or not the real purposes of the plan are being 
carried forth? I think the chairman understands what I am ts alking 
about. 

Mr. Vaucun. I think I understand what you are talking about, 
but I would say that the two items I have me tioned, the 85 percent 
and the type of activity, are illustrations we have given to our people 
of things to watch for, but we have not intended by pointing out 
such things to underestimate the value of the type “of things you 
mentioned or m: iny of the other aspects. 

Senator Attorr. And you say that all of these items in the 990’s 
are looked at ? 

Mr. VaucHN. That’s right, sir. 

Senator Atnorr. And these two things you have suggested, first of 
all the 85 percent, and the general activities which you check to see 
whether or not they are going outside of the area for which the exemp- 
tion has been granted ; ‘together with that, don’t you agree with me 
that one of the critical things i is the scanning of the salaries, expenses, 
and compensations paid to officers to determine whether or not the 
fundamental reasons for the original exemption are being violated ? 

Mr. Vaucun. Yes; I will agree it is one of them. 

Senator Axttorr. I just want to make my own personal statement, 
Mr. Chairman, that I feel that it is one of the most important. 

Now, are you acquainted, sir—and either one of you may answer 
this—with the recent contempt citation against Eugene C. James, of 
Chicago, by the United States Senate? 

Mr. Swartz. I have read about it in the papers; yes, sir. 

Senator Attorr. Are you acquainted with any of the details of it? 

Mr. Swarrz. Only what I have read in the papers. 

Senator Attorr. Now, that was a situation in which a man oper- 
ating within the apparent legal confines of a fund was able to enrich 
himself in a period of 3 years to an almost unbelievable and fantastic 
extent. As far as this committee has been able to determine, those 
funds apparently went completely to his own enrichment. Now, he 
may have an explanation for that, and that should be said in all fair- 
ness, but as far as this committee can determine those funds went 
completely to his own enrichment. That is the reason I say that the 
salary and compensation are two of the most critical items in here, 
because if a complete report had been made and if a complete investi- 
gation had been made, even a blind man could not have failed to run 
across the discrepancies which were occurring in that particular fund. 

Mr. Vaucun. May I say this with respect to the way you express 
that: We have instructions which were issued in October 1953, relat- 
ing to the work that we do on all 990’s, 990—A’s, and 990-P’s. As I 
mentioned, it does not single out anything of those plans separately, 
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with the exception of the 85-percent item, but one of the general in- 
structions is to determine from the return whether or not there are 
indications that any portion of income may inure to the benefit of one 
or more individuals, so that in that ec: itegor y which you have described 


we do have instructions. 


that singles out the salary itself, sir. 


(Form 990-P follows :) 
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Schedule A.—Balance Sheets (See Instruction 3 Page 3 
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Senator Attorr. Mr. Vaughn, let us go back a moment, if we may, 
to the question of how many of these 990 forms are examined. How 
many of these 990’s would you say are actually examined ? 

Mr. Vaveun. By examined, do you mean looked at in the office or 
do you mean in the course of field duty ? 

Senator Atiorr. Well, I assume when you say “looked at,” you have 
someone who goes through them, and if they are apparently all right 
on their faces. he looks at this and this and this, and then he would 
pass it over. Unless there would be something which attracted his 
attention under the 85 percent or outside of the scope of the original 
examination, he would pass that form over; is that correct 
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Mr. Vaueun. That's correct. 

Senator ALLorr. Now, I am suggesting that the other end—the sal 
ary, compensation, and expenses—I1s just as important as those. So 
you say they are all looked at. Now, how many would have a field 
inspection 4 

Mr. Vaueun. I am sorry I can’t answer that for you. I am not 
sure that we have statistics that would provide that accurately, 

Senator A.vorr. In other words—and this seems to me a very criti 
cal thing—unless something appears on the face of this ¢o attract your 
examiner's attention, your office is completely limited by the informa 
tion which is presented on this return, and you do not go beyond that. 

Mr. Vaucun. That would be true, except for the few we examine. 

Senator ALLorr. Of course, that would also be true in an individual 
income-tax return, would it not‘ 

Mr. Vaucun. Yes, sir. 

Senator Attorr. Would a provision in here requiring the report 
ing of commissions or indirect increments which accrue to officers or 
directors or members—would that help? For example, take a fund 
in which a director has an interest, and a substantial interest, in an 
insurance company, and he causes the moneys of this particular fund 
to be paid in premiums to that insurance company, which in turn 
places that insurance company, which is almost broke, into the clas 
sification of a very profitable concern. Now, would such a thing be 
of value in this return? We have, as a matter of fact, investigated 
a very similar occurrence. 

Mr. Swartz. I doubt that. That certainly wouldn't show up on 
the 990 as we have it now. 

Senator Atiorr. Could such a thing be placed in the 990 form as 
an addition to it ? 

Mr. Swartz. That would have to be by a provision calling for a 
disclosure of commissions paid by a fund. 

Senator Atitorr. Well, commissions or other indirect income re- 
ceived as a result of the expenditure of moneys from this fund 

Mr. Swartz. That’s right. Let us say the welfare fund is using its 
income to provide these benefits through insurance. I imagine the 
form would merely show the receipts in the form of employee con 
tributions or employer contributions, or any other income received by 
it, and then the disbursements, I presume, would merely show the 
premiums paid to life insurance companies. 

Senator Atuorr. That is just exactly what we are getting at. We 
have a particular case, for example, in which we have had a hand in 
investigating quite thoroughly. My purpose in asking these ques 
tions is not to try to show that you are not doing a good job—from 
years of experience I have a very high respect for your department 
but, rather, to try to point out ways by which we can stopgap other 
things. We have a particular situation by which under this form the 
fund would show simply commissions paid to a certain life insurane 
company for the purpose of certain benefits for the employees. Hew- 
ever, what that did not show was that one particular man who was 
very closely alined with the trustees of the fund received amounts 
approaching a million dollars over a period of 214 to 3 years into lis 
own funds by way of commission. In addition to that, another 5 per 
cent was kicked back to the trustees, who in turn paid it out to favorite 
handpicked people who were called welfare deputies—but you had 
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better put a question mark after that. Also a sum of $2,500 a month 
was kicked back to the treasurer of the union involved for adminis- 
trative expenses. 

Now, your form would simply show the payment of commissions 
to “X” insurance company for the purpose of insurance which pro- 
vides certain benefits, would it not¢ But yet under this form all 
these other activities could conceivably go on, and did go on, at least 
to the satisfaction of the chairman and the members of this commit- 
tee. The fund was looted in the most atrocious manner that you can 
imagine; the agent didn’t report all the covered employees to the 
insurance company; he withheld a portion of the premiums, and 
used various other methods. But couldn’t this form be beefed up to 
the place where the man who signs it would be putting his own neck on 
the line if ? were receiving compensation directly or indirectly, as 
in the case I described, from the fund / 

Mr. Swarrz. May I make one comment? First of all, regarding an 
organization that funnels most of its income to an insurance com- 
pany. In other words, instead of investing their own funds and pay- 
ing out the benefits, they pay the premiums out to insurance com- 
panies to provide the benefits, and may not even ask us for exemp- 
tions, because they have no income as such that would be taxed. In 
other words, there is no investment income with respect to that type 
of fund, and I would guess, although I have no knowledge, that this 
type of welfare fund which does not invest its money and have in- 
terest or dividend income has no particular reason to get tax exemp- 
tion, and I doubt whether they even ask for exemption or file for it. 

Senator Atxorr. In this case where they received $2,500 a month 
back from an insurance company, that is income, and you surely have 
to prove how you disposed of that money, do you not 

Mr. Swartz. I am just pointing out there may be quite a number 
of these funds that have not asked us for exemption. One reason is 
that the deduction by the employer to a welfare fund does not hinge 
on whether or not the welfare fund is exempt. It does with respect 
to a pension fund, but not as to welfare. There is nothing in the In- 
ternal Revenue Code which says an employer’s contribution to a wel- 
fare fund would be disallowed if the welfare fund were not exempt. 

Senator Atiorr. Let me ask you one further question, and I think 
we have probably gone into this and at least made our point clear. Are 
the persons who make the return—and I refer to your 990 form— 
subject to the same penalties for full disclosure as a person making 
an individual or a corporate income-tax return / 

Mr. Swartz. Yes, sir; they are subject to the penalties of perjury. 

Senator Attorr. Then if you had a statement in here that certain 
trustees, officers, and employees of the company were receiving no 
indirect income as the result of this compensation, and they signed 
it, they would be bound under the penalties of perjury. 

Mr. Swartz. I think they would. 

Senator Atiorr. And do you think that that field, which I have 
been belaboring perhaps too long, might bear investigation in the 
amendment of this form / 

Mr. Swartz. It is quite possible, although I still would like to em- 
phasize that, insofar as our limited manpower is concerned, we are 
looking for returns which provide taxes. Now. even if we disallow 
under the circumstances, even if we withdraw the exemption at that 
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point, I don’t think that would affect the taxes we would get. Any 
income which would be taxable as earned by these welfare organ) 
zations usually would not be worthwhile setting up purely from a 
tax standpoint. 

Senator ALiorr. But it might disclose income which has not been 
reported to you otherwise. 

Mr. Swartz. It is quite possible ; ves, sir. 

Senator Atvorr. Mr. Chairman, I am sorry that I have taken up 
so much time on this particular matter, but I felt that it was some- 
what important in the light of our rec ent hear ings. 

Senator Doveias. Very important. 

Senator Atvorr. Thank you. 

Senator Doveras. And I would request the representatives of the 
Internal Revenue Service to consider the possibility of making ques- 
tion No. 10 or similar questions on form 990—A more precise. I would 
also suggest that there might be a third copy to be sent to your field 
agent to be checked. 

May I ask this question: Do you have any record of the number of 
990-A forms which are filed with you for welfare purposes? 

Mr. Swartz. You mean the 990 form ? 

Senator Dovenas. Yes. 

Mr. Swartz. The 990 is the form that is filed by an exempt welfare 
organization. We have purely an estimate. We did make a count 
in 1947 of some 600 funds exempt under section 501 (c) (9) and section 
101 (16). That does not necessarily mean that all of those were wel- 
fare funds or union funds, because 501 (c) (9) applies also to just an 
employees’ fund designed to get contributions among themselves. 
They may seek an exemption also, 

Senator Doucias. What about an employer’s fund? 

Mr. Swartz. Such a fund would also seek an exemption. In other 
words, we estimate 1,200 exemptions have been granted under sections 
101 (16) or 501 (ec) (9). 

Senator Doveias. As of what date? 

Mr. Swarrz. As of this date; that is purely an estimate. 

Senator Doveras. Do you think that 1,200 constitutes a total num- 
ber ? 

Mr. Swartz. I have certainly heard a larger figure. 

Senator Dovuetas. Is it your impression that the number of grants 
of exemptions is rel: atively a small portion of the total number of 
welfare plans in existenc e? 

Mr. Swartz. Yes, from the figures that I have seen from other 
sources. That is one reason I made the statement that I imagine some 
of these organizations feel that because they either use their funds to 
buy insurance or that they have no taxable income such as interest or 
dividends they therefore need not file requests for exemptions, and of 
course do not file on 990. 

Senator Doveias. You feel that your pension figures, however, are 
probable ? 

Mr. Swarrz. On our pension figures an employer is going to insist 
that his employees’ trust be exempt because his deduction hinges on 
the exemption. I think, therefore, that in almost all the pension 
plans the employer insists on it. 

Senator Doveéias. Do you have any suggesti ions to make to this 
committee as to legislation on which we might pass / 
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Mr. Swartz. I have none, sir. I understand that in connection with 
the 1954 code there was quite a study made with respect to pension 
funds, and in the House bill there were extensive amendments to the 
pension trust provisions but I believe that the Senate Finance Com- 
mittee, because of the extensive changes, desired to make a further 
study. Therefore, there were no substantial changes in the statute 
other than the fact that the prohibited transactions provision and 
the unrelated business activities provisions were made applicable to 
pension trusts in the 1954 code. They were the only changes made 
by legislation but I understand from the report of the Senate Finance 
Committee that they intend to restudy the pension trust provisions. 
I have no suggestion with respect to the tax aspects or as to our 
regulations in connection with the aspects of these points as to legis- 
lation. 

Senator Doveras. Are there any cases—without mentioning 
names—where you have felt there were abuses in the administration 
of welfare funds which you turned over to the Department of Justice ? 

Mr. Swarrz. I am personally not familiar with that. Perhaps Mr. 
Vaughn here is familiar with that. 

Mr. Vaucun. No, I am not. 

Senator Doveias. All right. Thank you, gentlemen. 

Mr. Balderston, you are representing the Federal Reserve Board? 

Mr. Bauperston. Yes, sir. 

Senator Doveias. We addressed a letter to the chief counsel of the 
Board under date of July 14 listing some of the questions upon which 
we would appreciate information and advice. Do you have a brief 
statement to make? 

Mr. Bauperston. Yes, Mr. Chairman. 


STATEMENT OF C. CANBY BALDERSTON, VICE CHAIRMAN OF THE 
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
ACCOMPANIED BY ROBERT C. MASTERS AND GEORGE B. VEST 


Mr. Batprerston. Mr. Chairman and members of the committee, 
the contact of the Board of Governors of the Federal Reserve System 
with pension, health, and welfare plans stems primarily from its 
supervisory and regulatory functions. These functions are confined 
to national banks and to such State banks as are members of the 
Federal Reserve System. The Board of Governors exercises super- 
vision over administration of pension trusts by these banks just as 
it does over their other fiduciary activities. We do not know the 
extent to which pension trusts administered by banks are the result 
of collective bargaining. ee 

Now, to discuss national banks, I will say that no national bank 
may exercise trust powers unless it has received a special permit from 
the Board of Governors. At the present time some 1,500 national 
banks engage in trust activities under such permits. The Federal 
Reserve Act also authorizes the Board to issue regulations necessary 
for the proper exercise of trust powers by national banks. 

Although the Board grants or denies to national banks permission 
to exercise trust powers, and prescribes appropriate regulations, the 
actual supervision of the trust activities of national banks is by the 
Comptroller of the Currency. He is required by law to make periodic 
examinations of national banks, including their trust departments. 
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The purpose of his trust examinations is to ascertain if the bank’s 
trust business is being administered in accordance with applicable 
laws and regulations, thet requirements of individual trust instruments, 
and sound principles of trust administration. 

Federal Reserve Regulation F, a copy of which is submitted for the 
record, includes a number of provisions relating to the management 
and operation of the trust activities of national banks. It requires 
the separation, both as to administration and accounting, of trust 
department activities from other activities of the bank and emphasizes 
the responsibilities of the bank’s directors, its trust-investment com- 
mittee, and the officers in charge of the trust department. It specifi- 

cally requires that the bank conform to sound principles in the 
operation of its trust department. 

(Regulation F, Trust Powers of National Banks, as amended effec- 
tive Febru: ary 5, r 51, and amendment to Regulation F, effective June 
13, 1955, follow: 


BoarD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 
TRUST POWERS OF NATIONAL BANKS 


REGULATION F 


As amended effective February 5, 1951 
AUTHORITY FOR REGULATION 


This regulation is issued under authority of the provisions of section 11 (k) 
of the Federal Reserve Act, as amended, which, together with related provisions 
of law, are published in the Appendix hereto. 


SECTION 1. APPLICATIONS 


A national bank desiring to exercise any or all of the powers authorized by 
section 11 (k) of the Federal Reserve Act, as amended, shall make application 
to the Board of Governors of the Federal Reserve System for a special permit 
authorizing such national bank to exercise such powers. If the applying bank 
is not authorized to exercise any of such powers, the application should be made 
on Form 61; and if the applying bank is authorized to exercise one or more but 
not all of such powers, the application should be made on Form 61b. 

In the case of the organization of a new national bank, the conversion of a 
State bank or trust company into a national bank, or the consolidation of two or 
more national banks or of a State bank or trust company with a national bank 
under the charter of the latter, when none of the national banks involved in such 
consolidations is authorized to exercise trust powers, application for such a 
permit may be made in advance on behalf of the new, converted, or consolidated 
national bank, and the permit may be issued simultaneously with the consum- 
mation of such organization, conversion, or consolidation. Sych application 
may be made by the organizers in the case of a new national bank, by the State 
bank or trust company in the case of a conversion, and by the national bank the 
charter of which is to be retained in the case of a consolidation. 

Each application made under the provisions of this section shall be executed 
and forwarded in duplicate, together with duplicate copies of any documents 
containing any information submitted with the application, to the Federal 
Reserve Bank of the district in which the applying bank is located. 


SECTION 2. CONSIDERATION OF APPLICATIONS 


In passing upon an application for permission to exercise the fiduciary powers 
authorized by section 11 (k) of the Federal Reserve Act, as amended, the Board 
of Governors of the Federal Reserve System will give special consideration to 
the following matters: 

(a) Whether, under the provisions of section 11 (k) of the Federal 
Reserve Act, as amended, the bank has sufficient capital and surplus to 
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render it eligible to receive permission to exercise the fiduciary powers 
applied for and whether the granting of any or all of such powers would be 
in contravention of State or local law; 

(b) The needs of the community for trust service of the kind applied for 
and the probable volume of such trust business available to the bank ; 

(c) The general condition of the bank, particularly the adequacy of its 
net capital and surplus funds in relation to the character and condition 
of its assets and to its deposit liabilities and other corporate responsibilities, 
including the proposed exercise of trust powers ; 

(d) The general character and ability of the management of the bank; 

(e) The nature of the supervision to be given to the proposed trust activ- 
ities, including the qualifications and experience of the members of the 
proposed trust investment committee ; 

(f) The qualifications, experience and character of the proposed executive 
officer or officers of the trust department ; 

(g) Whether the bank has available competent legal counsel to advise 
and pass upon trust matters whenever necessary ; and 

(h) Any other facts and circumstances that seem to it proper. 


SECTION 3. CONSOLIDATION OF TWO OR MORE NATIONAL BANKS 


Where two or more national banks consolidate under the provisions of the 
Act of Congress approved November 7, 1918, as amended, and any one of such 
banks has, prior to such consolidation, received a permit from the Board of 
Governors of the Federal Reserve System to act in fiduciary capacities which is 
in force at the time of the consolidation, the rights existing under such permit 
pass by operation of law to the consolidated bank and the consolidated bank 
may act in such fiduciary capacities in the same manner and to the same extent 
as the bank to which such permit was originally issued; and no new application 
to continue to act in such capacities is necessary. However, in order that the 
records of the consolidated bank may be complete and that it may have con- 
venient evidence of its right to exercise trust powers, the Board, upon receipt 
of advice from the Comptroller of the Currency that the consolidation has been 
consummated, will issue a certificate to the consolidated bank showing its right 
to exercise the trust powers theretofore granted by the Board to any of the 
national banks taking part in the consolidation. 


SECTION 4. CONSOLIDATION OF STATE BANK WITH NATIONAL BANK 


Section 3 of the Act of Congress approved November 7, 1918,° as amended, 
authorizes any bank, trust company, savings bank, or other banking institution 
incorporated under the laws of any State or in the District of Columbia to be 
consolidated directly with a national bank located in the same State, county, 
city, town, or village under the charter of such national bank, and provides in 
effect that, when such consolidation is consummated, the consolidated national 
bank shall succeed to the specific fiduciary appointments, designations, and nom- 
inations of the State institution at the time of the consolidation. It is not 
necessary for the national bank to have a permit from the Board of Governors 
of the Federal Reserve System in order to administer the specific trust to which 
it thus succeeds, but the provision does not confer upon the consolidated national 
bank the right to act generally in fiduciary capacities or to undertake any other 
trust business. Unless the national bank already has a permit from the Board 
of Governors of the Federal Reserve System to act in fiduciary capacities which 
is in force at the time of the consolidation, it will be necessary for the bank 
to obtain such a permit before undertaking to act generally in fiduciary capac- 
ities or to accept any other trust business. 


SECTION 5. CHANGE OF NAME 


If a national bank has received a permit from the Board of Governors of 
the Federal Reserve System to act in fiduciary capacities and subsequently, while 
the permit is in force, changes its name under the provisions of the Act of Con- 
gress approved May 1, 1886,° it is not necessary for the bank to make a new 


1 Applicable provisions of the Act of Congress approved November 7, 1918, as amended, 
are printed in the Appendix to this regulation. 


2Section 3 of the Act of Congress approved November 7, 1918, as amended, is printed 
in the Appendix to this regulation. 

*The applicable provisions of the Act of Congress approved May 1, 1886, are printed in 
the Appendix to this regulation. 
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application to continue to act in such capacities. However, in order that the 
records of the bank may be complete and that it may have convenient evidence 
of its right to exercise trust powers under its new name, the Board, upon receipt 
of advice from the Comptroller of the Currency that such change in name has 
been legally effected, will issue a certificate to it under such new name evidencing 
its right to exercise the trust powers previously granted to it under its old 
name, 
SECTION 6. TRUST DEPARTMENT MANAGEMEN' 


(a) Separate trust department.—Every national bank which obtains permis 
sion from the Board of Governors of the Federal Reserve System to act in a 
fiduciary capacity shall, before undertaking to act in such capacity, establish 
a trust department which shall be separate and apart from every other depart- 
ment of the bank. 

(b) Directors’ supervision of trust department.—The board of directors is 
responsible for the investment of trust funds by the bank, the disposition of trust 
investments, the supervision of the trust department, the determination of the 
policies of such department and for the review of the actions of all committees 
appointed by the board of directors for the conduct of the trust department. The 
acceptance of all trusts shall be approved by the board of directors or a com- 
mittee appointed by such board, and the closing out or relinquishment of all 
trusts shall be approved or ratified by the board of directors or a committee 
appointed by such board; and such committee or committees shall be composed 
of capable and experienced officers or directors of the bank, Any such approval 
or ratification shall be recorded in the minutes of the board of directors or of such 
committee as the case may be. 

(c) Trust investment committee.—Before any such national bank undertakes 
to act in any fiduciary capacity, the board of directors of the bank shall appoint 
a trust investment committee which shall be composed of at least three members, 
who shall be capable and experienced ofticers or directors of the bank.‘ All in- 
vestments of trust funds by the trust department of every such national bank 
shall be made, retained or disposed of only with the approval of the trust invest- 
ment committee; and such committee shall keep minutes of all its meetings, 
showing the disposition of all matters considered and passed upon by it. Such 
committee shall, at least once during each period of twelve months, review all the 
assets held in or for each fiduciary account to determine their safety and current 
value and the advisability of retaining or disposing of them; and a report of all 
such reviews, together with the action taken as a result thereof, shall be noted 
in the minutes of the trust investment committee. Such committee may have 
such additional duties relating to the trust department as may be prescribed by 
the board of directors. 

(d) Berecutive oficer—Before any such national bank undertakes to act in any 
fiduciary capacity, its trust department shall be placed under the management 
and immediate supervision of an executive officer or officers qualified and com- 
petent to administer trusts, and the duties of such officer or officers shall be 
prescribed by the board of directors of the bank. Such duties shall be evidenced 
by the bylaws of the bank or by a resolution duly adopted by and entered in the 
minutes of the board of directors. All officers and other persons taking part in 
the operation of the trust department shall be adequately bonded. 

(e) Competent legal counsel.—Every such national bank shall designate, em- 
ploy or retain competent legal counsel who shall be readily available to pass upon 
trust matters and to advise with the bank and its trust department; but the 
bank shall not engage in the practice of law. 

(f) Principles of trust institutions —Every such national bank shall conform 
to sound principles in the operation of its trust department.° 





“It is contemplated that there shall be a committee the members of which shall have a 
continuity of responsibility for the discharge of the duties of the committee. However, 
alternates appointed by the board of directors may serve in place of regular members of the 
committee who are unable to serve on account of vacations, illness, or other good and suf- 
ficient reasons if the minutes of the committee show the reason for the service of such 
alternate in place of the regular member. 

*The Statement of Principles of Trust Institutions approved by the Executive Council 
of the American Bankers Association under date of April 11, 1933, is included in the 
Appendix to this regulation and is commended to banks operating trust departments. 
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SECTION 7. BOOKS AND ACCOUNTS 


(a) In general.—Every national bank which has received permission from the 
Board of Governors of the Federal Reserve System to exercise fiduciary powers 
shall keep the books and records of the trust department separate and distinct 
from other records of the bank. All trust accounts opened shall be so kept as to 
enable the national bank to furnish such information or reports with respect 
thereto as may be required by the Comptroller of the Currency or the Board of 
Governors of the Federal Reserve System. The records of the trust department 
shall contain full information relating to each trust. 

(b) Record of pending litigation—Every such national bank shall keep an ade- 
quate record of all litigation pending against it in connection with its administrs- 
tion of any trust. 


SECTION 8. EXAMINATIONS OF TRUST DEPARTMENT 


In addition to examinations by examiners appointed by the Comptroller of the 
Currency ° or designated by the Board of Governors of the Federal Reserve Sys- 
tem, a committee of directors, exclusive of any active officers of the bank, shall, at 
least once during each period of twelve months, make suitable audits of the trust 
department or cause suitable audits of such department to be made by auditors 
responsible only to the board of directors, and shall, likewise at least once during 
each period of twelve months, ascertain by thorough examination made or caused 
to be made by such committee— 

(1) Whether ‘a review of all the assets in each trust as to their safety and 
current value and the advisability of retaining or disposing of them has been 
made in accordance with section 6 (c) of this regulation ; 

(2) Whether trust funds awaiting investment or distribution have been 
held uninvested or undistributed any longer than was reasonably necessary. 

Such committee shall promptly make a full report of such audits and examina- 
tion, in writing, to the board of directors of the bank, together with a recom- 
mendation as to the action, if any, which may be necessary to correct any 
unsatisfactory conditions. The board of directors shall give due consideration 
to such report and recommendation, together with the latest report of examina- 
tion by the Comptroller of the Currency or examiners designated by the Board 
of Governors of the Federal Reserve System‘ furnished to the bank, and shall 
take such steps as are appropriate to correct any citicized matters. A report 
of the audits and examination required under this section, together with the 
action taken thereon, shall be noted in the minutes of the board of directors; 
and such report shall be made a part of the records of the bank. 


SECTION 9. TRUST FUNDS AWAITING INVESTMENT OR DISTRIBUTION 


(a) In general.—Funds received or held by a national bank as fiduciary 
awaiting investment or distribution shall not be held uninvested or undistributed 
by the bank any longer than is reasonably necessary. 

(b) Use in conduct of businese of trustee bank.—Funds received or held by a 
national bank as fiduciary awaiting investment or distribution shall not be 
used by the bank in the conduct of its business, unless the bank, under authori- 


zation by its board of directors, first delivers to the trust department, as col- 
lateral security— 
(1) Bonds, notes, bills, certificates of indebtedness or other direct obli- 


gations of the United States, or obligations fully guaranteed by the United 
States as to principal and interest; or 


*Section 11 (k) of the Federal Reserve Act, as amended by the Banking Act of 1935, 
approved August 23, 1935, provides that “The State banking authorities may have access to 
reports of examination made by the Comptroller of the Currency in so far as such reports 
relate to the trust department of such bank, but nothing in this Act shall be construed as 
re the State banking authorities to examine the books, records, and assets of such 

ank. 

While this provision denies to the State banking authorities the right to examine the trust 
department of any national bank without the bank’s consent, it does not prohibit the bank 
from permitting an inspection of its records by any one it desires. 

* This does not relieve the board of directors of any responsibility for prompt consideration 
of, and action on, matters criticized in the latest report of examination by the Comptroller 
of the Currency or the Board of Governors of the Federal Reserve System furnished to the 
bank or for the prompt consideration and action on any matter coming to the attention of 
the board or directors from any other source which requires action for the protection of 
parties at interest. 
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(2) Other readily marketable securities of the classes in which State 
trust companies or State banks exercising trust powers are authorized or 
permitted to invest trust funds under the laws of the State in which such 
national bank is located; or 

(3) Other readily marketable securities of the classes defined as “in 
vestment securities” pursuant to section 5136 of the Revised Statutes of 
the United States, as amended.* 

The securities so deposited as collateral shall be owned by the national bank 
and shall at all times be at least equal in market value to the amount of the 
trust funds so used in the conduct of the bank’s business 


SECTION 10. INVESTMENT OF TRUST FUNDS 


(a) Private trusts—Funds received or held by a national bank as fiduciary 
shall, with the approval of the trust investment committee and subject to the 
rules of law applicable to fiduciaries, be invested promptly and in strict accord- 
ance with the will, deed, or other instrument creating the trust. When the 
instrument creating the trust contains provisions expressly authorizing the bank, 
its officers, or its directors to exercise a discretion in the matter, funds received 
or held in trust shall be invested only with the approval of the trust investment 
committee. When such instrument does not specify the character or class of 
investments to be made and does not expressly vest in the bank, its officers, or its 
directors, a discretion in the matter, funds received or held in trust shall be 
invested, with the approval of the trust investment committee, in any investments 
in which corporate or individual fiduciaries in the State in which the bank is 
acting may lawfully invest. 

(b) Court trusts—A national bank acting in any fiduciary capacity under 
appointment by a court of competent jurisdiction shall, subject to the supervision 
of the trust investment committee, make all investments of funds received or 
held by it in trust under an order of that court, and copies of all such orders 
shall be filed and preserved with the records of the trust department of the 
bank. If the court order vests a discretion in the bank to invest funds received 
or held by it in trust, or if, under the laws of the State in which the bank is 
acting, corporate fiduciaries appointed by the court are permitted to exercise 
such a discretion, the bank, with the approval of the trust investment committee, 
shall invest such funds in any investments in which corporate or individual 
fiducaries in the State in which the bank ie acting may lawfully invest. 

(c) Collective investment of trust” funds.—Funds received or held by a 
national bank as fiduciary shall not be invested collectively ” except as per- 
mitted in section 17 of this regulation. 


SECTION 11. PURCHASE OR SALE OF TRUST ASSETS TO OR FROM TRUSTEE BANK OR ITS 
DIRECTORS, OFFICERS, OR EMPLOYEES is 


(a) Obligations of trustee bank or its directors, officers, etc.—Funds received 
or held by a national bank as fiduciary shall not be invested in stock or obliga 





® Section 5136 of the Revised Statutes of the United States, as amended, provides that 
as used in that section “the term ‘investment securities’ shall mean marketable obligations 
evidencing indebtedness of any person, copartnership, association, or corporation in the 
form of bonds, notes, and/or debentures commonly known as investment securities under 
such further definition of the term ‘investment securities’ as may by regulation be prescribed 
by the Comptroller of the Currency”; and a copy of the regulation prescribed by the 
Comptroller under the authority of section 5136 may be obtained upon request made to his 
office. 

® Section 11 (k) of the Federal Reserve Act, as amended, requires that the national bank 
shall set aside in the trust department “United States bonds or other securities approved by 
the Board of Governors of the Federal Reserve System.’ This subsection of this regulation 
is intended as a general approval by the Board of all securities which comply with the 
requirements thereof and the Board will not give specific approval to any particular 
securities. 

If a national bank desires to substitute securities for securities already deposited in the 
trust department as collateral for trust funds used in the conduct of the business of such 
bank, such a substitution may be made provided the substituted securities comply with the 
requirements of this subsection and the substituted securities and other securities so 
deposited as collateral at all times are at least equal in market value to the amount of trust 
funds so used in the conduct of the bank’s business. 

” Unless the context otherwise indicates, the term “trust,” as used in this section or in 
any other part of this regulation, refers to any fiduciary relationship which a national bank 
is authorized to enter into under the provisions of section 11 (k) of the Federal Reserve Act 

“This does not prevent the bank from investing the funds of several trusts in a single 
real-estate loan if the bank owns no participation in the loan and has no interest therein 
except in its capacity as fiduciary. 

12 The requirements of this section shall not be deemed to prohibit the making of any 
investments or the carrying out of any transactions which are expressly required by the 
instrument creating the trust or are specifically authorized by court order 
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tions of, or property acquired from, the bank or its directors, officers, or em- 
ployees, or their interests,“ or in stock or obligations of, or property acquired 
from, affiliates of the bank. 

(b) Sale or transfer of trust assets to trustee bank or its directors, officers, 
etc—Trust assets shall not be sold or transferred to the national bank, to its 
directors, officers, or employees, or their interests,” or to affiliates of the bank, ex- 
cept that, in cases in which the bank has been advised by its counsel in writing 
that it has incurred a contingent or potential liability to a trust and desires to 
relieve itself from such liability, such a sale or transfer may be made with the 
approval of the board of directors; provided that in all such cases the bank, upon 
the consummation of the sale or transfer, shall reimburse the trust involved in 
cash or other acceptable assets. 

(c) Dealings between trust accounts.—A national bank acting as fiduciary 
shall not make any advance to any trust from the funds belonging to any other 
trust, except when the making of such advances to a designated trust is spe- 
cifically authorized by the trust instrument covering the trust from which such 
advances are made, 


SECTION 12. CUSTODY OF TRUST SECURITIES AND INVESTMENTS 


The securities and investments of each trust shall be kept separate from the 
properties of the bank, and the securities and investments of each trust also 
shall be kept separate from those of all other trusts except as provided in sub- 
section (c) of section 10 and section 17 of this regulation.“ Trust securities 
and investments shall be placed in the joint custody of two or more officers or 
employees of the bank designated for that purpose by the board of directors of 
the bank; and all such officers and employees shall be adequately bonded. 


SECTION 13. DEPOSIT OF SECURITIES WITH STATE AUTHORITIES 


Whenever the laws of a State require corporations acting in a fiduciary 
capacity to deposit securities with the State authorities for the protection of 
private or court trusts, every national bank in that State which obtains per- 
mission from the Board of Governors of the Federal Reserve System to act in 
fiduciary capacities shall, before undertaking to act in any fiduciary capacity, 
make a similar deposit of securities with the State authorities. If the State 
authorities refuse to accept such a deposit, the securities shall be deposited with 
the Federal Reserve Bank of the district in which.such national bank is located 
and such securities shall be held for the protection of private or court trusts 
with like effect as though the securities had been deposited with the State 
authorities. 

SECTION 14. COMPENSATION OF BANK 


(a) In general.—If the amount of the fee or compensation for acting in a 
fiduciary capacity is not regulated by State law or stipulated or provided for 
in the instrument creating the trust, a national bank acting in such capacity 
may charge or deduct not more than a reasonable fee or compensation for its 
services. When the bank is acting in a fiduciary capacity under appointment 
by a court, it may receive such fee or compensation as shall be lawfully allowed 
or approved by that court. All income derived from the investment of the funds 
of a trust, less a proper fee or compensation and all other proper charges, shall 
be paid over to, or credited to the account of, such trust. 


—— ee 


18 Under recognized principles of sound practice regarding the handling of trust assets, a 
trustee or other fiduciary should not have any interest, direct or indirect, in the assets of a 
trust except as a fiduciary ; and the requirements of this section contemplate that the 
national bank will not invest trust funds in the stock or obligations of, or property acquired 
from, any organization in which officers, directors, or employees of the bank have such an 
interest as might affect the exercise of the best judgment of the management of the bank 
in investing trust funds and that the national bank will not sell or transfer trust assets to 
any organization in which the officers, directors, or employees of the bank have such an 
interest as might affect the exercise of the best judgment of the management of the bank in 
selling or transferring trust assets. 

4 This does not prevent the bank from investing the funds of several trusts in a single 


real-estate loan if the bank owns no participation in the loan and has no interest therein 
except as trustee or other fiduciary. 
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(b) Officer or employee of bank as cofiduciary.—No national bank shall, except 
with the specific approval of its board of directors, permit any of its off 
elployees, While serving as such, to retain any fee or other Compensation for 
acting as a cofiduciary with the bank in the administration of any trust 
accepted or undertaken by it. 


cers of 


SECTION 15. INSOLVENCY OR VOLUNTARY LIQUIDATION OF BANK 


(a) Insolvency—Whenever a national bank exercising fiduciary powers be 
comes insolvent and a receiver is appointed therefor by the Comptroller of the 
Currency, such receiver shall, pursuant to the instructions of the Comptroller and 
to the orders of the court or courts of appropriate jurisdiction, proceed to close 
such trusts and estates as can be closed promptly and transfer all other trusts and 
estates to properly appointed substitute fiduciaries. 

(b) Voluntary liquidation Whenever a national bank exercising fiduciary 
powers is placed in voluntary liquidation, the liquidating agent shall, in accord 
ance with the laws of the State in which such national bank is located, proceed 
at once to liquidate the affairs of the trust department as follows: 

1. All court trusts and estates under the jurisdiction of a court shall be 
closed or disposed of as soon as practicable in accordance with the orders 
or instructions of the court having jurisdiction. 

2. All voluntary trusts which can be closed promptly shall be closed as 

soon as practicable and final accounting made therefor. 

3. All other trusts shall be transferred by appropriate legal proceedings to 
properly appointed substitute fiduciaries. 


SECTION 16. SURRENDER OF TRUST POWERS 


(a) Procedure.—Any national bank which has been granted the right by the 
Board of Governors of the Federal Reserve System to act in any fiduciary 
capacity or capacities and which desires to surrender such right shall signify 
such desire through a resolution duly adopted by, and recorded in the minutes of, 
its board of directors. A properly certified copy of such resolution shall be 
filed with the Federal Reserve Bank of the district in which such national bank 
is located and shall be accompanied by (1) a letter stating the reason why, or 
the purpose for which, such national bank wishes to surrender its right to 
exercise trust powers, unless such reason or purpose shall have been amply 
stated in the resolution itself, (2) the permit or permits previously issued by the 
Board to such national bank granting it the right to act in any fiduciary capacity, 
and (3) any certificate or certificates previously issued to such national bank by 
the Board under the provisions of sections 3 and 5 of this regulation, except that, 
in case any such permit or certificate shall have been lost or destroyed, an 
affidavit by any officer of such national bank as to such loss or destruction shall 
be filed in lieu of such lost or destroyed permit or certificate. 

(b) Words “Trust Company” as part of bank’s title—Before issuing the cer 
tificate described in subsection (d) of this section of this regulation, the Board 
will require any national bank which desires to surrender its right to exercise 
trust powers, and which has the words “trust Company” as part of its title, to 
eliminate such words from the title. The elimination of such words involving a 
change in the name of the bank is a matter within the jurisdiction of the Comp- 
troller of the Currency. Such a national bank, therefore, at the time of the adop- 
tion of the resolution referred to in subsection (a) of this section of this regula- 
tion, should communicate with the Comptroller of the Currency for advice as to 
the procedure it will be necessary for it to pursue in order to eliminate such 
words. Advice that such national bank has taken this step should be given, in 
writing, to the Federal Reserve Bank at the time of the filing of the documents 
required by subsection (a) of this section of this regulation. 

(c) Hxamination of trust department.—Upon receipt of the documents referred 
to in subsection (a) of this section of this regulation, the Board will request the 
Comptroller of the Currency, upon the occasion of the next regular examination 
of such national bank, to have one of his examiners make an investigation of the 
trust department of the bank in order to determine whether the bank, pursuant 
to authority granted to it under section 11 (k) of the Federal Reserve Act, has 
actually accepted or undertaken the exercise of any trust: and, if so, whether 
it appears from the records of the trust department in the case of each trust so 
uccepted or undertaken— 

(1) That all assets and papers belonging to the trust estate have been 
delivered by the bank to the person or persons entitled to receive them: 
and 
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(2) That the duties of the bank as fiduciary have been completely per- 
formed and that the bank has been discharged or otherwise properly relieved 
of all of its duties as fiduciary. 

In exceptional cases, the Board may make, or may request the Comptroller 
of the Currency to make, a special examination of the trust department of such 
national bank in order to obtain the information referred to in this subsection. 

(d) Certificate of Board of Governors of the Federal Reserve System.—If, 
upon the basis of the examination referred to in subsection (c) of this section 
of this regulation, the Board shall be satisfied that the national bank desiring to 
surrender its right to exercise trust powers has never accepted or undertaken 
to exercise any trust or that its duties as fiduciary have been completely per- 
formed and that it has been discharged or otherwise properly relieved of all of 
its duties as fiduciary, and if, in the case of a national bank the title of which 
previously had included the words “trust company,” the Board shall also be 
satisfied, from advice received from the Comptroller of the Currency, that the 
bank has properly eliminated these words from its title, the Board may, in its 
discretion, issue to such national bank a certificate certifying that such bank 
is no longer authorized to exercise any of the trust powers conferred upon it 
by the Board.” 


SECTION 17. COMMON TRUST FUNDS 


(a) In general.—Funds received or held by a national bank as fiduciary may 
be invested collectively in any Common Trust Fund established and maintained 
in accordance with the provisions of this section whenever the laws of the State 
in which the national bank is located authorize or permit such investments by 
State banks, trust companies, or other corporations which compete with national 
banks: Provided, however, That funds shall not be invested in a Common Trust 
Fund of the type provided for in subsection (d) of this section unless such invest- 
ments are specifically authorized by the State statutes. 

As used in this regulation the term “Common Trust Fund” means a fund 
maintained by a national bank exclusively for the collective investment and 
reinvestment of moneys contributed thereto by the bank in its capacity as 
trustee, executor, administrator, or guardian.” 

The purpose of this section is to permit the use of Common Trust Funds, as 
defined in section 169 of the Internal Revenue Code,” for the investment of funds 
held for true fiduciary purposes ; and the operation of such Common Trust Funds 
as investment trusts for other than strictly fiduciary purposes is hereby pro- 
hibited. No bank administering a Common Trust Fund shall issue any document 
evidencing a direct or indirect interest in such Common Trust Fund in any form 
which purports to be negotiable or assignable. The trust investment committee 
of a bank operating a Common Trust Fund shall not permit any funds of any 
trust to be invested in a Common Trust Fund if it has reason to believe that such 
trust was not created or is not being used for bona fide fiduciary purposes. A 
bank administering a Common Trust Fund shall not, in soliciting business or 
otherwise, publish or make representations which are inconsistent with this 
paragraph or the other provisions of this regulation and, subject to the applicable 
requirements of the laws of any State, shall not advertise or publicize the earn- 
ings realized on any Common Trust Fund or the value of the assets thereof. 

Common Trust Funds administered under this section shall be subject to the 
following requirements: 

(1) Assets in a Common Trust Fund shall be considered as assets held 
by the bank as fiduciary ; 

(2) A bank administering a Common Trust Fund shall not invest any of 
its own funds in such Common Trust Fund and if a bank, because of a 
creditor relationship or any other reason, acquires any interest in a par- 





1 Section 11 (k) of the Federal Reserve Act provides that, upon the issuance of such a 
certificate by the Board, “such bank (1) shall no longer be subject to the provisions of this 
subsection or the regulations of the Board of Governors of the Federal Reserve System made 
pursuant thereto, (2) shall be entitled to have returned to it any securities which it may 
have deposited with the State authorities for the protection of private or court trusts, and 
(3) shall not exercise thereafter any of the powers granted by this subsection without first 
applying for and obtaining a new permit to exercise such powers pursuant to the provisions 
of this subsection.” 

1 As used in this regulation, the term “guardian” means guardian or committee of the 
estate of an infant, incompetent, or absentee, by whatever name known in the State in 
which a particular national bank is located. 


17 For applicable provisions of the Internal Revenue Code, see Appendix. 
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ticipation in a Common Trust Fund under its administration the participa- 
tion shall be withdrawn on the first date on which such withdrawal can be 
effected in accordance with the provisions of this section ; 

(3) A bank administering a Common Trust Fund shall not have any 
interest “ in the assets held in such Common Trust Fund, other than in its 
capacity as fiduciary, except to the extent permitted for a temporary perioa 
as provided in the immediately preceding paragraph. 

(b) Common Trust Funds for investment of small amounts.—Subject to all 
other provisions of this regulation except subsections (c) and (d) of this section, 
eash balances received or held by a bank in its capacity as trustee, executor, 
administrator, or guardian, which the bank considers to be individually too small 
to be invested separately to advantage may be invested, with the approval of the 
trust investment committee, in participations in a Common Trust Fund, provided 
the total investment of the funds of any one trust in one or more such Common 
Trust Funds shall not exceed $1,200. 

(c) Common Trust Funds for general investment.—Subject to all other provi 
sions of this regulation except subsections (b) and (d) of this section, funds 
received or held by a bank in its capacity as trustee, executor, administrator, or 
guardian may be invested in participations in a Common Trust Fund admin- 
istered pursuant to the provisions of this subsection. All participations in such 
a Common Trust Fund shall be on the basis of a proportionate interest in all of 
the assets of the Common Trust Fund. 

(1) Common Trust Fund to be operated under written plan.—Each 
Common Trust Fund administered by a bank shall be established and 
maintained in accordance with a written plan (referred to herein as the 
Plan) approved by a resolution of the bank’s board of directors and ap 
proved in writing by cecmpetent legal counsel. The Plan shall provide that 
the Common Trust Fund shall be administered in conformity with the rules 
and regulations, prevailing from time to time, of the Board of Governors 
of the Federal Reserve System pertaining to the collective investment of 
trust funds by national banks, and shall contain full and detailed provisions 
not inconsistent with the provisions of such rules and regulations as to 
the manner in which the Common Trust lund is to be operated, including 
provisions relating to the investment powers of the bank with respect to the 
Common Trust Fund, the allocation of income, profits and losses, the terms 
and conditions governing the admission or withdrawal of participations in 
the Common Trust Fund, the auditing and settlement of accounts of the 
bank with respect to the Common Trust Fund, the basis and method of valu 
ing assets in the Common Trust Fund, the basis upon which the Common 
Trust Fund may be terminated, and such other matters as may be necessary 
to define clearly the rights of participants in the Common Trust Fund. A 
copy of the Plan shall be available at the principal office of the bank for in- 
spection, during all banking hours, to any person having an interest in a trust 
any funds of which are invested in a participation in the Common Trust 
Fund; and upon reasonable request a copy of the Plan shall be furnished 
to such person. 

(2) Trust investment committee to approve participation.—No funds of a 
trust shall be invested in a participation in a Common Trust Fund without 
the approval of the trust investment committee. Before permitting any funds 
of any trust to be invested in a participation in a Common Trust Fund, the 
trust investment committee shall review the investments comprising the Com 
mon Trust Fund; and, if it finds that any such investment is one in which 
funds of such trust might not lawfully be invested at that time, funds of such 
trust shall not be invested in a participation in such Common Trust Fund. 

At the time of making the first investment of funds of a trust in any Com- 
mon Trust Fund, the bank shall send a notice of such investment to each 
person to whom a regular periodic accounting ordinarily would be rendered, 
except that such notices need not be sent to a court unless required by the 
court, and except that such notices need not be sent where the trust instru- 
ment specifically authorizes investments in Common Trust Funds. 

(3) Common Trust Fund to be audited anually.—A bank administering 
a Common Trust Fund shall, at least once during each period of twelve 
months, cause an audit to be made of the Common Trust Fund by auditors 
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#8 A bank shall not be deemed to have an interest in assets in which collective investments 
are made merely because of the fact that the bank owns in its own right other stocks, or 


bonds or other obligations of a person, firm, or corporation, the stocks, or bonds or other 
obligations of which are among the assets of a Common Trust Fund 
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responsible only to the board of directors of the bank. The report of such 
audit shall include a list of the investments comprising the Common Trust 
Fund at the time of the audit which shall show the valuation placed on each 
item on such list by the trust investment committee of the bank as of the 
date of the audit, a statement of purchases, sales, and any other invest- 
ment changes and of income and disbursements since the last audit, and 
appropriate comments as to any investments in default as to payment of 
principal or interest. The reasonable expenses of any such audit made by 
independent public accountants may be charged to the Common Trust Fund. 

The bank shall, without charge, send a copy of the latest report of such 
audit annually to each person to whom a regular periodic accounting of 
the trusts participating in the Common Trust Fund ordinarily would be 
rendered or shall send advice to each such person annually that the report 
is available and that a copy will be furnished without charge upon request. 
Except as may be required by the applicable laws of any State, the bank 
shall not publish or authorize the publication of any such report or the 
information contained therein and each ,copy furnished to any person as 
herein provided must bear a statement to the effect that the publication 
of such copy or the information contained therein is unauthorized. 

(4) Value of assets to be determined periodically.—Not less frequently 
than once during each period of three months the trust investment com- 
mittee of a bank administering a Common Trust Fund shall determine the 
value of the assets in the Common Trust Fund as of the dates which the 
Plan provides for the valuation of assets. No participation shall be ad- 
mitted to or withdrawn from the Common Trust Fund except (1) on the 
basis of such valuation and (2) as of such a valuation date. A reasonable 
period, not to exceed 7 days, following each valuation date may be used 
to make the computations necessary to determine the value of the Fund 
and of the participations therein. No participation shall be admitted to or 
withdrawn from the Common Trust Fund unless a written request for or 
notice of intention of taking such action shall have been entered in the 
records of the bank and approved by the trust investment committee, on 
or before the valuation date. No such request or notice may be canceled or 
countermanded after the valuation date. 

(5) Miscellaneous limitations —No funds of any trust shall be invested 
in a participation in a Common Trust Fund if such investment would result 
in such trust having invested in the aggregate in the Common Trust Fund 
an amount in excess of 10 percent of the value of the assets of the Common 
Trust Fund at the time of investment, as determined by the trust invest- 
ment committee, or the sum of $100,000, whichever is less. If the bank 
administers more than one Common Trust Fund under this subsection, no 
investment shall be made which would cause any one trust to have invested 
in the aggregate in all such Common Trust Funds an amount in excess of 
the sum of $100,000; and, if the bank administers Funds under both subsec- 
tions (c) and (d) of this section, no investment shall be made which would 
cause any one trust to have invested in the aggregate in all such Funds an 
amount in excess of the sum of $100,000. In applying the limitations con- 
tained in this paragraph, if two or more trusts are created by the same 
settlor or settlors and as much as one-half of the income or principal or 
both of each trust is payable or applicable to the use of the same person or 
persons, such trusts shall be considered as one. 

No investment for a Common Trust Fund shall be made in stocks, or 
bonds or other obligations of any one person, firm or corporation which 
would cause the total amount of investment in stocks, or bonds or other 
obligations issued or guaranteed by such person, firm, or corporation to exceed 
10 percent of the value of the Common Trust Fund, as determined by the 
trust investment committee, provided that this limitation shall not apply 
to investments in obligations of the United States or for the payment of the 
principal and interest of which the faith and credit of the United States 
shall be pledged. 

No investment for a Common Trust Fund shall be made in any one class 
of shares of stock of any one corporation which would cause the total number 
of such shares held by the Common Trust Fund to exceed 5 percent of the 
number of such shares outstanding. If the bank administers more than one 
Common Trust Fund no investment shall be made which would cause the 
aggregate investment for all such Common Trust Funds in shares of stock of 
any one corporation to exceed such limitation. 
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Any bank administering a Common Trust Fund shall have the respons 
bility of maintaining in cash and readily marketable securities ~ such part 
of the assets of the Common Trust Fund as shall be deemed by the bank to 
be necessary to provide adequately for the needs of participating trusts and 
to prevent inequities between such trusts. In any event, prior to any ad 
missions to or withdrawals from a Common Trust Fund, the trust investment 
committee shall determine what percentage of the value of the assets of a 
Comimon Trust Fund is composed of cash and readily marketable securities 
and if such committee determines that, after effecting the admissions and 
withdrawals which are to be made pursuant to notice given as required in 
subdivision (4) of this subsection, less than 40 percent of the value of the 
remaining assets of the Common Trust Fund would be composed of cash and 
readily marketable securities, no admissions to or withdrawals from the 
Common Trust Fund shail be permitted as of the valuation date upon which 
such determination is made, except that ratable distribution upon all partici 
pations is not prohibited. 

(6) Distribution upon withdrawal of participation When participations 
are withdrawn from a Common Trust Fund distributions may be made in 
cash or ratably in kind, or partly in cash and partly ratably in kind, pr 


vided that all distributions as of any one valuation date shall be made on 
the same basis. Before any distribution in cash is made, the trust invest 
ment committee shall determine whether any investment remaining in the 


if funds of such trusts were being invested at that time: and no distribution 
shall be made in cash until any such unlawful investment shall have been 
eliminated from the Common ‘Trust Fund either through sale, distribution 
in kind, or segregation as provided in the subdivision immediately following 
hereafter. 

(7) Segregation of investments.—If for any reason an investment is with- 
drawn in kind from a Common Trust Fund for the benefit of all trusts par- 
ticipating in the Common Trust Fund at the time of such withdrawal and 
such investment is not distributed ratably in kind it shall be segregated and 
administered or realized upon for the benefit ratably of all trusts partici 


Common Trust Fund would be unlawful for one or more participating trusts 


pating in the Common Trust Fund at the time of withdrawal. 

(8) Management of Common Trust Fund and fees.—A national bank ad 
ministering a Common Trust Fund shall have the exclusive management 
thereof and shall not charge a fee for the management of the Common Trust 
Fund, or receive, either from the Common Trust Fund or from any trusts the 
funds of which are invested in participations therein, any additional fees, 
commissions, or compensations of any kind by reason of such participation 
The bank shall not pay a fee, commission, or compensation out of the Com- 
mon Trust Fund for management. Nothing in this paragraph shall be 
construed as prohibiting a bank from reimbursing itself out of a Common 
Trust Fund for such reasonable expenses incurred by it in the administra- 
tion thereof as would have been chargeable to the respective participating 
trusts if incurred in the separate administration of such participating trusts. 

(9) Effect of mistakes.—No mistake made in good faith and in the exer- 
cise of due care in connection with the administration of a Common Trust 
Fund shall be deemed to be a violation of this regulation if promptly after 
the discovery of the mistake the bank takes whatever action may be prac 
ticable in the circumstances to remedy the mistake. 

(d) Common Trust Funds composed principally of mortgages (Mortgage In 
vestment Funds)—Subject to all other provisions of this regulation except 
subsections (0) and (c) of this section,” funds received or held by a bank in 
capacity as trustee, executor, administrator, or guardian may be 


ay 
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invested in 
participations in a Common Trust Fund administered pursuant to the provisions 
of this subsection (hereinafter referred to as a ‘Mortgage Investment Fund” 
All admissions and withdrawals of participations in a Mortgage Investment 
Fund shall be made on the basis of the actual amount invested by each partici- 
pant, and, except in final liquidation of a Mortgage Investment Fund, participants 
therein shall not have an interest in reserves accumulated or enhancement in 
the value of assets, except such as may be distributable as income. 


TT 


*” A readily marketable security within the meaning of this section means a security which 
is a direct obligation of the United States or which is the subject of frequent deali 


ngs in 


ready markets with such frequent quotations of price as to make (a) the price easily and 
definitely ascertainable and (6) the security itself easy to realize upon by sale at any time 
~*~ Note, however, that certain provisions of subsection (c) are incorporated in this 


Subsection by reference. 
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(1) Mortgage Investment Fund to be operated under written plan.—Bach 
Mortgage Investment Fund shall be subject to the provisions of subdivision 
(7) of subsection (c) of this section. 

(2) Trust investment committee to approve participation.—No funds of 
a trust shall be invested in a participation in a Mortgage Investment Fund 
without the approval of the trust investment committee. Before permitting 
any funds of any trust to be invested in a participation in a Mortgage Invest- 
ment Fund, the trust investment committee shall review the assets compris- 
ing the Mortgage Investment Fund; and, if it finds that the condition of the 
Mortgage Investment Fund is such that the funds of such trust might not 
lawfully be invested in a participation therein at that time, or that such 
investment would be contrary to the provisions of this subsection, funds of 
such trust shall not be so invested. 

At the time of making the first investment of funds of a trust in any Mort- 
gage Investment Fund, the bank shall send a notice of such investment to 
each person to whom a regular periodic accounting ordinarily would be ren- 
dered, except that such notices need not be sent to a court unless required 
by the court, and except that such notices need not be sent where the trust 
instrument specifically authorizes investments in Mortgage Investment 
Funds. 

(3) Mortgage Investment Fund to be audited annually.—Each Mortgage 
Investment Fund shall be subject to the provisions of subdivision (3) of sub- 
section (c) of this section. 

(4) Value of assets to be determined periodically.—Not less frequently 
than once during each period of three months the trust investment commit- 
tee of a bank administering a Mortgage Investment Fund shall determine the 
value of the assets in the Mortage Investment Fund as of the dates which 
the Plan provides for the valuation of assets. No participation shall be ad- 
mitted to or withdrawn from the Mortgage Investment Fund except as of 
such a valuation date. A reasonable period, not to exceed 7 days, following 
each valuation date may be used to make the computations necessary to 
determine the value of the Fund and of the participations therein. Ne par- 
ticipation shall be admitted to or withdrawn from the Mortgage Investment 
Fund unless, on the basis of such valuation, the value of the assets of the 
Mortgage Investment Fund, exclusive of accrued income, is at least equal to 
the amount of the outstanding participations. No participation shall be ad- 
mitted to or withdrawn from the Mortgage Investment Fund unless a writ- 
ten request for or notice of intention of taking such action shall have been 
entered in the records of the bank and approved by the trust investment 
committee, on or before the valuation date. No such request or notice may be 
canceled of countermanded after the valuation date. 

The real estate securing each obligation contained in a Mortgage Invest- 
ment Fund and any real estate contained in the Mortgage Investment Fund 
shall be appraised at least once every three years by two persons, one of 
Whom shall not have participated in the last preceding appraisal of the par- 
ticular property for the purposes of the Mortgage Investment Fund. Such 
persons shall be appointed by the bank’s board of directors and shall, in the 
opinion of the board, be familiar with real estate values in the vicinity in 
which any such real estate is situated and qualified to make such appraisals. 
The persons appointed shall actually inspect such real estate and shall so 
certify in a written certificate of appraisal, which shall be filed and preserved 
in the bank’s records. 

The trust investment committee shall require more frequent appraisals of 
all properties or any particular property if such action is deemed by the 
committee to be necessary to enable it properly to discharge the duties im- 
posed upon it by this subsection. 

(5) Miscellaneous limitations—No funds of any trust shall be invested 
in a participation in a Mortgage Investment Fund if such investment would 
result in such trust having invested in the aggregate in the Mortgage Invest- 
ment Fund an amount in excess of the sum of $1,200 or 2 percent of the 
amount of the outstanding participations in the Mortgage Investment Fund, 
whichever is greater at the time of investment, or in any event in excess 
of the sum of $10,000. If the bank administers more than one Mortgage 
Investment Fund, no investment shall be made which would cause any one 
trust to have invested in the aggregate in all such Mortgage Investment 
Funds an amount in excess of the sum of $10,000; and, if the bank admin- 
isters Funds under both subsections (c) and (d) of this section, no invest- 
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ment shall be made which would cause any one trust to have invested in 
the aggregate in all such Funds an amount in excess of the sum of $50,000 
In applying the limitations contained in this paragraph, if two or more 
trusts are created by the same settlor or settlors and as much as one-half 
of the income or principal or both of each trust is payable or applicable 
to the use of the same person or persons, such trust shall be considered 
as one, 

No investment for a Mortgage Investment Fund shall be made in obliga 
tions of any one person, firm, or corporation which would cause the total 
amount of investment in obligations issued or guaranteed by such person, 
firm, or corporation to exceed 10 percent of the amount of the outstanding 
participations in the Mortgage Investment Fund, provided that this limita 
tion shall not apply to investments in obligations of the United States or 
for the payment of the principal and interest of which the faith and credit 
of the United States shall be pledged. 

The unpaid balance of any obligation secured by real estate in which the 
funds of a Mortgage Investment Fund are invested shall not exceed $10,000 
on the date of the investment therein unless the aggregate amount of all 
outstanding participations in the Mortgage Investment Fund exceeds 
$200,000, in which event the unpaid balance of such obligation shall not 
exceed 5 percent of the amount of such outstanding participations or $50,000, 
whichever amount is less. 

Any bank administering a Mortgage Investment Fund shall have the re 
sponsibility of maintaining in cash such part of the assets of the Mortgage 
Investment Fund as shall be deemed by the bank to be necessary to provide 
adequately for the needs of participating trusts and to prevent inequities 
between such trusts. No investment of the moneys of a Mortgage Invest 
ment Fund shall be made if following such investment the cash balance, 
exclusive of collected income on hand, in the Mortgage Investment Fund 
would be less than an amount equal to 5 percent of the total amount of all 
outstanding participations in the Mortgage Investment Fund. Unless, upon 
computing the amount of the admissions and withdrawals which are to be 
made as of any valuation date pursuant to notice given as required in sub 
division (4) of this subsection, the trust investinent committee determines 
that there will be sufficient cash in the Mortgage Investment Fund to permit 
all such withdrawals, no admissions to or withdrawals from the Mortgage 
Investment Fund shall be permitted as of such valuation date. 

Unless the trust investment committee determines that, after effecting 
the admissions and withdrawals which are to be made as of any valuation 
date pursuant to notice given as required in subdivision (4) of this sub 
section, the amount of investments of a Mortgage Investment Fund repre 
sented by assets in which moneys of the Mortgage Investment Fund could 
not then be invested under the provisions of subdivision (8) of this sub 
section will not exceed 10 percent of the amount of the outstanding par 
ticipations in the Mortgage Investment Fund, no admissions to or with 
drawals from the Mortgage Investment Fund shall be nermitted as of sneh 
valuation date. 

(6) Reserve account and distribution of income.—In each Mortgage In- 
vestment Fund the bank shall establish and maintain a reserve account as 
part of the principal thereof, to which, to the extent available, all realized 
losses shall be charged. Any realized gain in the value of assets of a 
Mortgage Investment Fund, other than income, shall be credited to such 
reserve account. 

At least semiannually a bank administering a Mortgage Investment Fund 
shall determine the net income of the Mortgage Investment Fund during the 
period since the last determination thereof. At the close of each earning 
period, if the total amount contained in such reserve account is less than 10 
percent of the total amount of all outstanding participations in the Mortgage 
Investment Fund, the bank shall transfer to the reserve account, out of the 
net income of the Mortgage Investment Fund, such amount as the bank shall 
determine to be proper under the circumstances. The total amount so to 

be transferred to the reserve account during any year shall not be less than 
10 percent of the amount of the gross income of the Mortgage Investment 
Fund for such year or more than one percent of the average of the total 
amounts of all outstanding participations in the Mortgage Investment Fund 
at the close of each earning period. No such transfers to the reserve account 
shall be made which will cause the amount contained therein to exceed 10 
percent of the amount of all outstanding participations. 
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The balance of the net income remaining after transferring the appro- 
priate part thereof, if any, to the reserve account, shall thereupon be dis- 
tributed to the owners of the outstanding participations in the Mortgage 
Investment Fund in proportion to the amounts of their participations and the 
period of time owned since the previous determination of net income. 

(7) Withdrawal of participation in a Mortgage Investment Fund.—Upon 
the withdrawal of a participation of any trust prior to termination and final 
liquidation of a Mortgage Investment Fund, such trust shall be entitled to 
be paid in cash the total amount of the funds of such trust invested in the 
participation, with net income thereon to the date of such payment, but 
such income shall be paid until the amount thereof shall have been deter- 
mined at the close of the current earning period. 

Upon the termination and final liquidation of a Mortgage Investment Fund, 
all assets of the Mortgage Investment Fund shall be distributed among the 
owners of the participations at that time in proportion to the amounts thereof. 

(8) Investment of moneys of Mortgage Investment Funds—The moneys 
of a Mortgage Investment Fund shall be invested in 

(A) Obligations secured by real estate which, at the date of the in- 
vestment, are legal for investment of trust funds under the laws of the 
State in which the bank is located and are insured by the Federa! Hous- 
ing Administrator, having been insured prior to the first day of July 
1939, pursuant to the provisions of Title II of the National Housing 
Act, approved the 27th day of June 1934, as amended, or having been 
so insured thereafter, with like force and effect, pursuant to any re- 
vision or extension of the provisions of the said Act; or 

(B) Obligations secured by real estate which, at the date of the 
investment, are legal for investment of trust funds under the laws of 
the State in which the bank is located and are of the kind which might 
be acquired by a national bank under the provisions for making amor- 
tized loans contained in the third sentence of section 24 of the Federal 
Reserve Act; or 

(C) Obligations secured by real estate which, at the date of the in- 
vestment, are legal for investment of trust funds under the laws of the 
State in which the bank is located, which are payable within 20 years, 
and which either provide for semiannual payments reducing the princi- 
pal thereof annually in an amount equal to at least 5 percent of the 
amount of the principal on the date of investment, or provide for the 
amortization of the total unpaid principal amount of such mortgage on 
the date of investment by equal monthly payments during the term of 
such mortgage, such monthly payments being fixed at an amount which 
will include the interest due on such mortgage on the date of such pay- 
ments and an additional amount to be applied in the reduction of the 
unpaid principal amount of such mortgage. In the case of a renewal 
or extension of any such obligation held by a Mortgage Investment Fund, 
the date uvon which the Mortgage Investment Fund originally acquired 
the obligation shall be considered the date of investment. 

If in the judgment of the trust investment committee such obligations are 
not available for investment of moneys of a Mortgage Investment Fund, 
such moneys may be invested temporarily in obligations of the United States 
or of the State in which the bank is located or for the payment of the principal 
and interest of which the faith and credit of the United States or of such 
State shall be pledged, and which are legal for investment of trust funds under 
the laws of the State in which the bank is located. As soon as obligations 
secured by real estate in which the moneys of the Mortgage Investment Fund 
may be invested are available, such securities shall be disposed of and the 
proceeds invested in such obligations if this can be accomplished without 
disadvantage to the Mortgage Investment Fund. 

(9) Management of Mortgage Investment Fund and fees—FEach Mort- 
gage Investment Fund shall be subject to the provisions of subdivision (8) of 
subsection (c) of this section. 

(10) Effect of mistakes.—Each Mortgage Investment Fund shall be sub- 
ject to the provisions of subdivision (9) of subsection (¢) of this section. 


SECTION 18. BOARD FORMS 


All forms referred to in this regulation and all such forms as amended from 
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APPENDIX 


Section 11 (k) of the Federal Reserve Act, as amended by the Acts of Con- 
gress approved September 26, 1918, June 26, 1930, and August 25, 1955, provides 
as follows: 

The Board of Governors of the Federal Reserve System shall be authorized 

q and empowered : 

; * Us ™ * 7 

(k) To grant by special permit to national banks applying therefor, when 
not in contravention of State or local law, the right to act as trustee, 
executor, administrator, registrar of stocks and bonds, guardian of estates, 
assignee, receiver, committee of estates of lunatics, or in any other fiduciary 
capacity in which State banks, trust companies, or other corporations which 
come into competition with national banks are permitted to act under the 
laws of the State in which the national bank is located. : 

Whenever the laws of such State authorize or permit the exercise of 
any or all of the foregoing powers by State banks, trust companies, or other 
corporations which compete with national banks, the granting to and the 
exercise of such powers by national banks shall not be deemed to be in 
contravention of State or local law within the meaning of this Act. 
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; National banks exercising any or all of the powers enumerated in this 
; subsection shall segregate all assets held in any fiduciary capacity from 
5 the general assets of the bank and shall keep a separate set of books and 
1 records showing in proper detail all transactions engaged in under authority 
of this subsection. The State banking authorities may have access to reports 
of examination made by the Comptroller of the Currency insofar as such 
reports relate to the trust department of such bank, but nothing in this 
Act shall be construed as authorizing the State banking authorities to 


ee 


examine the books, records, and assets of such bank. 

No national bank shall receive in its trust department deposits of current 
funds subject to check or the deposit of checks, drafts, bills of exchange, 
or other items for collection or exchange purposes. Funds depositdd or held 
in trust by the bank awaiting investment shall be carried in a separate 
account and shall not be used by the bank in the conduct of its business 
unless it shall first set aside in the trust department United States bonds 
or other securities approved by the Board of Governors of the Federal 
Reserve System. 

In the event of the failure of such bank the owners of the funds held 
in trust for investment shall have a lien on the bonds or other securities 
so set apart in addition to their claim against the estate of the bank. 

; Whenever the laws of a State require corporations acting in a fiduciary 

capacity to deposit securities with the State authorities for the protection 

of private or court trusts, national banks so acting shall be required to 
make similar deposits and securities so deposited shall be held for the 
protection of private or court trusts, as provided by the State law. 

National banks in such cases shall not be required to execute the bond 
usually required of individuals if State corporations under similar circum- 
stances are exempt from this requirement. 

National banks shall have power to execute such bond when so required 
by the laws of the State. 

‘ In any case in which the laws of a State require that a corporation acting 
as trustee, executor, administrator, or in any capacity specified in this see- 
tion, shall take an oath or make an affidavit, the president, vice president, 
cashier, or trust officer of such national bank may take the necessary oath 
or execute the necessary affidavit. 

It shall be unlawful for any national banking association to lend any 
officer, director, or employee any funds held in trust under the powers 
conferred by this section. Any officer, director, or employee making such 
loan, or to whom such loan is made, may be fined not more than $5,000, or 
imprisoned not more than five years, or may be both fined and imprisoned, in 
the discretion of the court. 

In passing upon applications for permission to exercise the powers enumer- 

ated in this subsection, the Board of Governors of the Federal Reserve Sys- 
tem may take into consideration the amount of capital and surplus of the 
applying bank, whether or not such capital and surplus is sufficient under 

the circumstances of the case, the needs of the community to be served, 
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and any other facts and circumstances that seem to it proper, and may 
grant or refuse the application accordingly: Provided, That no permit shall 
he issued to any national banking association having a capital and surplus 
less than the capital and surplus required by State law of State banks, trust 
companies, and corporations exercising such powers. 

Any national banking association desiring to surrender its right to exercise 
the powers granted under this subsection, in order to relieve itself from the 
necessity of complying with the requirements of this subsection or to have 
returned to it any securities which it may have deposited with the State 
authorities for the protection of private or court trusts, or for any othe* 
purpose, may file with the Board of Governors of the Federal Reserve System 
a certified copy of a resolution of its board of directors signifying such desire. 
Upon receipt of such a resolution, the Board of Governors of the Federal Re- 
serve System, after satisfying itself that such bank has been relieved in 
accordance with State law of all duties as trustee, executor, administrator, 
registrar of stocks and bonds, guardian of estates, assignee, receiver, com- 
mittee of estates of lunatics or other fiduciary, under court, private, or 
other appointments previously accepted under authority of this subsection 
may, in its discretion, issue to such bank a certificate certifying that such 
bank is no longer authorized to exercise the powers granted by this subsec-. 
tion. Upon the issuance of such a certificate by the Board of Governors of 
the Federal Reserve System, such bank (1) shall no longer be subject to the 
provisions of this subsection or the regulations of the Board of Governors of 
the Federal Reserve System made pursuant thereto, (2) shall be entitled to 
have returned to it any securities which it may have deposited with the 
State authorities for the protection of private or court trusts, and (38) shall 
not exercise thereafter any of the powers granted by this subsection without 
first applying for and obtaining a new permit to exercise such powers pur- 
suant to the provisions of this subsection. The Board of Governors of the 
Federal Reserve System is authorized and empowered to promulgate such 
regulations as it may deem necessary to enforce compliance with the provi- 
sions of this subsection and the proper exercise of the powers granted 
therein. 


Sections 1 and 3 of the Act of Congress approved November 7, 1918, as amended 


«ys 


by the Acts of Congress approved February 25, 1927, June 16, 1933, and August 
23, 1935, provide in part as follows: 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress Assembled, That any two or more national 
banking associations located within the same State, county, city, town, or 
village may, with the approval of the Comptroller of the Currency, consoli- 
date into one association under the charter of either existing banks, on such 
terms and conditions as may be lawfully agreed upon by a majority of the 
board of directors of each association proposing to consolidate, and be ratified 
and confirmed by the affirmative vote of the shareholders of each such asso- 
ciation owning at least two-thirds of its capital stock outstanding, * * * 

* « ae * * 


Sec. 3. That any bank incorporated under the laws of any State, or any 
bank incorporated in the District of Columbia, may be consolidated with a 
national banking association located in the same State, county, city, town, 
or village under the charter of such national banking association on such 
terms and conditions as may be lawfully agreed upon by a majority of the 
board of directors of each association or bank proposing to consolidate, and 
which agreement shall be ratified and confirmed by the affirmative vote of 
the shareholders of each such association or bank owning at least two-thirds 
of its capital stock outstanding, or by a greater proportion of such capital 
stock in the case of such State bank if the laws of the State where the 
same is organized so require, * * * Upon such a consolidation, or upon a 
consolidation of two or more national banking associations under section 1 
of this Act, the corporate existence of each of the constituent banks and 
national banking associations participating in such consolidation shall be 
merged into and continued in the consolidated national banking association 
and the consolidated association shall be deemed to be the same corporation 
as each of the constituent institutions. All the rights, franchises, and inter- 
ests of each of such constituent banks and national banking associations in 
and to every species of property, real, personal, and mixed, and choses in 
action thereto belonging, shall be deemed to be transferred to and vested in 
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such consolidated national banking association without any deed or othe 
transfer; and such consolidated national banking association, by virtue o 
such consolidation and without any order or other action on the part of any 
court or otherwise, shall hold and enjoy the same and all rights of property, 
franchises, and interests, including appointments, designations, and nom 
nations and all other rights and interests as trustee, executor, administra 
tor, registrar of stocks and bonds, guardian of estates, assignee, receiver, 
committee of estates of lunatics and in every other fiduciary capacity in the 
same manner and to the same extent as such right, franchises, and interests 
were held or enjoyed by any such constituent institution at the time of such 
consolidation: Provided, however, That where any such constituent institu 
tion at the time of such consolidation was acting under appointment of any 
court as trustee, executor, administrator, registrar of stecKks and bonds, 
quardian of estates, assignee, receiver, Committee of estates of lunatics, or 
in any other fiduciary capacity, the consolidated national banking association 
shall be subject to removal by a court of competent jurisdiction in the same 
manner and to the same extent as was such constituent corporation prior to 
the consolidation, and nothing herein contained shall be construed to impair 
in any manner the right of any court to remove such a consolidated national 
banking association and to appoint in lieu thereof a substitute trustee, ex 
ecutor, or other fiduciary, except that such right shall not be exercised in such 
a manner as to discriminate against national banking associations, nor shall 
any such consolidated association be removed solely because of the fact that 
it is a national banking association. * * * 
The Act of Congress approved May 1, 1886, provides in part as follows: 

Sec. 2. That any national banking association may change its name or the 
place where its operations of discount and deposit are to be carried on, to any 
other place within the same State, not more than thirty miles distant with 
the approval of the Comptroller of the Currency, by the vote of shareholders 
owning two-thirds of the stock of such association. A duly authenticated 
notice of the vote and of the new name or location selected shall be sent to 
the office of the Comptroller of the Currency; but no change of name or 
location shall be valid until the Comptroller shall have issued his certificate 
of approval of the same. 

Sec. 3. That all debts, liabilities, rights, provisions, and powers of the 
association under its old name shall devolve upon and inure to the association 
under its new name. 

Sec. 4. That nothing in this act contained shall be so construed as in any 
manner to release any national banking association under its old name or at 
its old location from any liability, or affect any action or proceeding in 
law in which said association may be or become a party or interested. 

There are printed below certain provisions of the Internal Revenue Code 
which are pertinent to some of the subject matter of this regulation. 


—- 


Sec. 169. Common Trust Funps 
(a) DEFINITIONS.—The term “common trust fund’ means a fund main 
tained by a bank (as defined in section 104)— 

(1) exclusively for the collective investment and reinvestment of 
moneys contributed thereto by the bank in its capacity as a trustee, 
executor, administrator, or guardian; and 

(2) in conformity with the rules and regulations, prevailing from 
time to time, of the Board of Governors of the Federal Reserve System 
pertaining to the collective investment of trust funds by national banks. 

(b) TAXATION OF COMMON TRUST FUNDsS.—A common trust fund shall not 
be subject to taxation under this chapter, subchapters A or B of chapter 2, 
or section 105 or 106 of the Revenue Act of 1935, 49 Stat. 1017, 1019, or 
chapter 6 and for the purposes of such chapters and subchapters shall not 
be considered a corporation. 

(c) INCOME OF PARTICIPANTS IN Funp— 

(1) INCLUSIONS IN Net INcOME.—Each participant in the Common 
Trust Fund in computing its net income shall include, whether or not 
distributed and whether or not distributable— 

(A) As part of its gains and losses from sales or exchanges of 
capital assets held for not more than 6 months, its proportionate 
share of the gains and losses of the Common Trust Fund from sales 
or exchanges of capital assets held for not more than 6 months. 
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(B) As part of its gains and losses from sales or exchanges of 
capital assets held for more than 6 months, its proportionate share 
of the gains and losses of the Common Trust Fund from sales or 
exchanges of capital assets held for more than 6 months. 

(C) Its proportionate share of the ordinary net income or the 
ordinary net loss of the Common Trust Fund, computed as provided 
in subsection (d). 

(2) Crepir FoR ParriaALLy Exempt INtTerest.—The proportionate 
share of each participant in the amount of interest specified in section 
25> (a) received by the Common Trust Fund shall for the purposes of 
this Supplement be considered as having been received by such partici- 
pant as such interest. If the Common Trust Fund elects under section 
125 to treat the premium on bonds, the interest on which is allowable 
as a credit under section 25 (a) (1) or (2), as amortizable, for the 
purposes of the preceding sentence the proportionate share of the par- 
ticipant of such interest received by the Common Trust Fund shall be 
his proportionate share of such interest (determined without regard 
to this sentence) reduced by so much of the deduction under section 
23 (Vv) as is attributable to such share. 

(d) COMPUTATION OF ComMMON TRUST FUND INcoME.—The net income of 
the Common Trust Fund shall be computed in the same manner and on the 
same basis as in the case of an individual except that— 

(1) There shall be segregated the gains and losses from sales or ex- 
changes of capital assets ; 
(2) After excluding all ‘tems of gain and loss from sales or exchanges 
of capital assets, there shall be computed 
(A) An ordinary net income which shall consist of the excess 
of the gross income over deductions ; or 
(13) An ordinary net loss which shall consist of the excess of the 
deductions over the gross income; 
(3) The so-called “charitable contribution” deduction allowed by 
section 23 (0) shall not be allowed. 
(4) The standard deduction provided in section 23 (aa) shall not 
be allowed. 

(ce) ADMISSION AND WITHDRAWAL.—No gain or loss shall be realized by 
the common trust fund by the admission or withdrawal of a participant 
The withdrawal of any participating interest by a participant shall be 
treated as a sale or exchange of such interest by the participant. 

(f) Rerurns By BANK.—Every bank (as defined in section 104) main- 
taining a common trust fund shall make a return under oath for each tax 
able year, stating specifically, with respect to such fund, the items of gross 
income and the deductions allowed by this chapter, and shall include in the 
return the names and addresses of the participants who would be entitited 
to share in the net income if distributed and the amount of the proportion- 
ate share of each participant. The return shall be sworn to as in the case 
of a return filed by the bank under section 52. 

(7) DIFFERENT TAXABLE YEARS OF COMMON TRUST FUND AND PARTICT- 
pANT.—If the taxable year of the common trust fund is different from that 
of a participant, the inclusions with respect to the net income of the com- 
mon trust fund, in computing the net income of the participant for its tax- 
able year shall be based upon the net income of the common trust fund for 
any taxable year of the common trust fund (whether beginning on, before, 
or after January 1, 1989) ending within or with the taxable year of the 
participant. 

Sec. 104. BANKs AND TRUST COMPANIES 


(a) DrrFtnrrion.—As used in this section the term “bank” means a bank 
or trust company incorporated and doing business under the laws of the 
United States (including laws relating to the District of Columbia), of any 
State, or of any Territory, a substantial part of the business ef which consists 
of receiving deposits and making loans and discounts, or of exercising fidu- 
ciary powers similar to those permitted to national banks under section 11(k) 
of the Federal Reserve Act, 38 Stat. 262 (U. S. C., Title 12, § 248K), as 
amended, and which is subject by law to supervision and examination by 
State, Territorial, or Federal authority having supervision over banking 
institutions. 
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A STATEMENT OF PRINCIPLES OF TRUST INSTITUTIONS 


This statement was adopted by the Executive Committee of the Trust Division, 
American Bankers Association on April 10, 1983, and approved by the Executive 
Council of the American Bankers Association on April 11, 1983 


FOREWORD 


This Statement of Principles has been formulated in order that the fundamental 
principles of institutions engaged in trust business may be restated and thereby 
become better understood and recognized by the public, us well as by trust 
institutions, themselves, and in order that it may serve as a guide for trust insti 
tutions. 

In the conduct of their business trust institutions are governed by the cardinal 
principle that is common to all fiduciary relationships—-namely, fidelity. Policies 
predicated upon this principle have for their objectives its expression in terms of 
safety, good management, and personal service. Practices developed under these 
policies are designed to promote efficiency in administration and operation 

The fact that the services performed by trust institutions have become an il 
tegral part of the social and economic structure of the United States makes the 
principles of such institutions a matter of public interest 


ARTICLE I. DEFINITION OF TERMS 


Section 1. Trust Institutions.—Trust institutions are corporations engaged 
in trust business under authority of law. They embrace not only trust companies 
that are engaged in trust business exclusively but also trust departments of 
other corporations. 

Section 2. Trust Business.—Trust business is the business of settling estates, 
administering trusts and performing agencies in all appropriate cases for indi- 
viduals; partnerships; associations; business corporations ; public, educational, 
social, recreational, and charitable institutions; and units of government. It is 
advisable that a trust institution should limit the functions of its trust depart- 
ment to such services. 


ARTICLE II, ACCEPTANCE OF TRUST BUSINESS 


A trust institution is under no obligation, either moral or legal, to accept all 
business that is offered. ; 

Section 1. Personal Trust Business.—With respect to the acceptance of per 
sonal trust business the two determining factors are these: Is trust service 
needed, and can the service be rendered properly’ In personal trusts and 
agencies, the relationship is private, and the trust institution is responsible to 
those only who have or may have a financial interest in the account. 

Section 2. Corporate Trust Business.—In considering the acceptance of a 
corporate trust or agency the trust institution should be satisfied that the com 
pany concerned is in good standing and that the enterprise is of a proper nature. 


ARTICLE III. ADMINISTRATION OF TRUST BUSINESS 


Section 1. Personal Trusts.—In the administration of its personal trust 
business, a trust institution should strive at all times to render unexceptionable 
business and financial service, but it should also be careful to render equally 
good personal service to beneficiaries. The first duty of a trust institution is 
to carry out the wishes of the creator of a trust as expressed in the trust instru- 
ment. Sympathetic, tactful, personal relationships with immediate beneficiaries 
are essential to the performance of this duty, keeping in mind also the interest 
of ultimate beneficiaries. It should be the policy of trust institutions that a 
personal trusts should be under the direct supervision of and that beneficiaries 
should be brought into direct contact with the administrative or senior officers 
of the trust department. 

Section 2. Confidential Relationships.—Personal trust service is of a confi- 
dential nature and the confidences reposed in a trust department by a customer 
should never be revealed except when required by law. 

Section 3. Fundamental Duties of Trustees.—It is the duty of a trustee to 
administer a trust solely in the interest of the beneficiaries without permitting 
the intrusion of interests of the trustee or third parties that may in any 
way conflict with the interests of the trust; to keep and render accurate accounts 
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with respect to the administration of the trust; to acquaint the beneficiaries 
with all material facts in connection with the trust; and, in administering the 
trust, to exercise the care a prudent man familiar with such matters would 
exercise as trustee of the property of others, adhering to the rule that the trus- 
tee is primarily a conserver. 

Section 4. Corporate Trust Business.—In the administration of corporate 
trusts and agencies the trust institution should render the same fine quality of 
service as it renders in the administration of personal trusts and agencies. 
Promptness, accuracy, and protection are fundamental requirements of effi- 
cient corporate trust service. The terms of the trust instrument should be car- 
ried out with scrupulous care and with particular attention to the duties im- 
posed therein upon the trustee for the protection of the security-holders. 


ARTICLE IV. OPERATION OF TRUST DEPARTMENTS 


Section 1. Separation of Trust Propertics.—The properties of each trust should 
be kept separate from those of all other trusts and separate also from the proper- 
ties of the trust institution itself. 

Section 2. Investment of Trust Funds.—The investment function of a trustee 
is care and management of property, not mere safekeeping at one extreme or 
speculation at the other. A trust institution should devote to its trust invest- 
ments all the care and skill that it has or can reasonably acquire. The respon- 
sibility for the investment of trust funds should not be reposed in an individual 
officer or employee of a trust department. All investments should be made, re- 
tained, or sold only upon the authority of an investment committee composed of 
cavable and experienced officers or directors of the institution. 

When the trust instrument definitely states the investment powers of the trus- 
tee, the terms of the instrument must be followed faithfully. If it should become 
unlawful or impossible or against public policy to follow literally the terms of 
the trust instrument, the trustee should promptly seek the guidance of the court 
about varying or interpreting the terms of the instrument and should not act 
on its own responsibility in this respect except in the face of an emergency, when 
the guidance of the court beforehand could not be obtained. If the trust instru- 
ment is silent about trust investments or if it expressly leaves the selection and 
retention of trust investments to the judgment and discretion of the trustee, the 
latter should be governed by considerations of the safety of principal and de- 
pendability of income and not by hope or expectation of unusual gain through 
speculation. However, a trustee should not be content with safety of principal 
alone to the disregard of the reasonable income requirements of the beneficiaries. 

{t is a fundamental principle that a trustee should not have any personal 
financial interest, direct or indirect, in the trust investments, bought for or sold 
to the trusts of which it is trustee, and that it should not purchase for itself any 
securities or other property from any of its trusts. Accordingly, it follows that 
a trust institution should not buy for or sell to its estates or trusts any securities 
or other property in which it, or its affiliate, has any personal financial interest, 
and should not purchase for itself, or its affiliate, any securities or other prop- 
erty from its estates or trusts. 


ARTICLE V. COMPENSATION FOR TRUST SERVICE 


Section 1. A trust institution is entitled to reasonable compensation for its 
services. Compensation should be determined on the basis of the cost of the 
service rendered and the responsibilities assumed. Minimum fees in any com- 
munity for trust services should be uniform and applied uniformly and impar- 
tially to all customers alike. 


ARTICLE VI. PROMOTIONAL EFFORT 


Section 1, Advertising.—A trust institution has the same right as any other 
business enterprise to advertise its trust services in appropriate ways. Its ad- 
vertisements should be dignified and not overstate or overemphasize the quali- 
fications of the trust institutions. There should be no implication that legal 
services will be rendered. There should be no reflection, expressed or implied, 
upon other trust institutions or individuals, and the advertisements of all trust 
institutions should be mutually helpful. 

Section 2. Personal Representation.—The propriety of having personal repre- 
sentatives of trust departments is based upon the same principle as that of adver- 
tising. Trust business is so individual and distinctive that the customer cannot 
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always obtain from printed matter all he wishes to know about the protection 
und management the trust institution will give his estate and the services it will 
render his beneficiaries. 

Section 3. New Trust Department.—A corporation should not enter the trust 
field except with a full appreciation of the responsibilities involved \ new 
trust department should be established only if there is enough potential trust 
husiness within the trade area of the institution to justify the proper personnel 
and equipment. 

Section 4. Entering Corporate Trust Field.—Since the need for trust and 
agency services to corporations, outside of the centers of population, is much 
more limited than is that of trust and agency services to individuals, a trust 
institution should hesitate to enter the corporate trust or agency fleld unless an 
actual demand for such services is evident, and the institution is specially 
equipped to render such service. 


ARTICLE VII. RELATIONSHIPS 


Section 1. With Public—Al\though a trust department is a distinctly private 
institution in its relations with its customers, it is affected with a public interest 
in its relations with the community. In its relations with the public a trust 
institution should be ready and willing to give full information about its own 
financial responsibility, its staff and equipment, and the safeguards thrown 
around trust business. 

Section 2. With Bar.—Attorneys-at-law constitute a professional group that 
perform essential functions in relation to trust business, and have a community 
of interest with trust institutions in the common end of service to the publie. 
The maintenance of harmonious relations between trust institutions and mem 
hers of the bar is in the best interests of both, and of the publie as well. Itis a 
fundamental principle of this relationship that trust institutions should not 
engage in the practice of law. 

Section 3. With Life Underwriters.—Life underwriters also constitute a group 
having a community of interest with trust institutions in the common purpose of 
public service. Cooperation between trust institutions and life underwriters is 
productive of the best mutual service to the public. It is a principle of this 
cooperation that trust institutions should not engage in the business of selling 
life insurance. 





TRUST POWERS OF NATIONAL BANKS 
Amendment to Regulation F 
ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective June 13, 1955, subsection (¢c) of section 10 of Regulation F is 
amended to read as follows: 
(c) Collective investment of trust ™ funds.— Funds received or held by 
a national bank as fiduciary shall not be invested collectively * except that 
(i) such collective investments may be made in accordance with section 17 
of tiis regulation, and (ii) funds of a trust which forms part of a pension. 
profit-sharing, or stock bonus plan of an employer for the exclusive benefit 
of his employees or their beneficiaries and which is exempt from Federal 
income taxes under the Internal Revenue Code may be invested collectively 
with funds of other such pension, profit-sharing, or stock bonus plan trusts 
if such collective investment is specifically authorized by the instrument 
creating the trust or by court order.” 


“1 Unless the context otherwise indicates, the term “trust.” as used in this seetion or ir 
any other part of this regulation, refers to anv fiduciary relationship which a national bank 
is authorized to enter into under the provisions of section 11 (k) of the Federal Reserve Act. 

“2This does not prevent the bank from investing the funds of several trusts in a single 
real-estate loan if the bank owns no participation in the loan and has no interest therein 
excent in its enanacity as fiduciary 

3 Section 584 of the Internal Revenue Code of 1954 provides that a common trust fund 
maintained in conformitv with rules and regulations of the Board of Governors of the 
Federal Reserve System “pertaining to the collective investment of trust funds by national 
banks” and meeting certain other requirements shall not be subjeet to Federal income taxa 
tion. The rules and regulations of the Board of Governors for the purnoses of section 5&4 
are contained solely in section 17 of this regulation: and the permission contained in 
exception (il) of section 10 (c) is not intended to confer exemption from Federal income 
taxation under section 584. 
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AMENDMENT TO APPENDIX TO REGULATION F 
ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


By Act of August 16, 1954, the Internal Revenue laws of the United States were 
revised and recodified as the Internal Revenue Code of 1954. There are printed 
below certain provisions of the Code which are pertinent to section 17 of Regula- 
tion F, relating to the establishment and operation of common trust funds, 
These provisions supersede sections 104 (a) and 169 of the former Internal Reve- 
nue Code of 1939. 


SEC, 581. DEFINITION OF BANK 


For purposes of sections 582 and 584, the term “bank” means a bank or trust 
company incorporated and doing business under the laws of the United States 
(including laws relating to the District of Columbia), of any State, or of any 
Territory, a substantial part of the business of which consists of receiving 
deposits and making loans and discounts, or of exercising fiduciary powers simi- 
lar to those permitted to national banks under section 11 (kK) of the Federal 
Reserve Act (38 Stat. 262: 12 U. S. C. 248 (k)), and which is subject by law to 
supervision and examination by State, Territorial, or Federal authority having 
supervision over banking institutions. Such term also means a domestic building 
and loan association. 


SEC. 584. COMMON TRUST FUNDS 


(a) Definitions —For purposes of this subtitle, the term ‘common trust fund” 
means a fund maintained by a bank- 

(1) exclusively for the collective investment and reinvestment of moneys 
contributed thereto by the bank in its capacity as a trustee, executor, admin- 
istrator, or guardian; and 

(2) in conformity with the rules and regulations, prevailing from time 
to time, of the Board of Governors of the Federal Reserve System pertaining 
to the collective investment of trust funds by national banks. 

(b) Taxation of Common Trust Funds.—A common trust fund shall not be 
subject to taxation under this chapter and for purposes of this chapter shall 
not be considered a corporation. 

(c) Income of Participants in Fund.— 

(1) Inclusions in Tarable Income.—Each participant in the common trust 
fund in computing its taxable income shall include, whether or not distributed 
and whether or not distributable 

(A) as part of its gains and losses from sales or exchanges of capital 
assets held for not more than 6 months, its proportionate share of the 
gains and losses of the common trust fund from sales or exchanges of 
capital assets held for not more than 6 months; 

(B) as part of its gains and losses from sales or exchanges of capital 
assets held for more than 6 months, its proportionate share of the gains 
and losses of the common trust fund from sales or exchanges of capital 
assets held for more than 6 months; 

(C) its proportionate share of the ordinary taxable income or the 
ordinary net loss of the common trust fund, computed as provided in 
subsection (qd). 

(2) Dividends and Partially Tar Exempt Interest—The proportionate 
share of each participant in the amount of dividends to which section 34 
or section 116 applies, and in the amount of partially tax-exenmipt interest 
on obligations described in section 35 or section 242, received by the common 
trust fund shall be considered for purposes of such sections as having been 
received by such participant. If the common trust fund elects under section 
171 (relating to amortizable bond premium) to amortize the premium on 
such obligations, for purposes of the preceding sentence the proportionate 
share of the participant of such interest received by the common trust fund 
shall be his proportionate share of such interest (determined without regard 
to this sentence) reduced by so much of the deduction under section 171 as 
is attributable to such share. 

(d) Computation of Common Trust Fund Income.—The taxable income of a 
common trust fund shall be computed in the same manner and on the same basis 
as in the case of an individual, except that— 

(1) there shall be segregated the gains and losses from sales or exchanges 
of capital assets; 
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(2) after excluding all items of gain and loss from sales or exchanges of 
capital assets, there shall be computed 
(A) an ordinary taxable income which shall consist of the excess of 
the gross income over deductions; or 


(B) an ordinary net loss which shall consist of the excess of the 
deductions over the gross income; 
(3) the deduction provided by section 170 (relating to charitable, ete., con 


tributions and gifts) shall not be allowed ; and 
(4) the standard deduction provided in section 141 shall not be allowed 

(e) Admission and Withdrawal.—No gain or loss shall be realized by the 
common trust fund by the admission or withdrawal of a participatant The 
withdrawal of any participating interest by a participant shall be treated as a 
sule or exchange of such interest by the participant. 

(f) Different Taxable Years of Common Trust Fund and Participant If the 
taxable year of the common trust fund is different from that of a participant 
the inclusions with respect to the taxable income of the common trust fund, in 
computing the taxable income of the participant for its taxable year, shall be 
based upon the taxable income of the common trust fund for any taxable year 
of the common trust fund ending within or with the taxable year of the participant 

(g) Net Operating Loss Deduction._-Vhe benetit of the deduction for net oper 
ating losses provided by section 172 shall not be allowed to a common trust fund, 
but shall be allowed to the participants in the common trust fund under regula 
tions prescribed by the Secretary or his delegate 


SEC. 6032. RETURNS OF BANKS WITHL RESPECT TO COMMON TRUST FUNDS 


Every bank (as defined in section 581) maintaining a Common trust fund shall 


make a return for each taxable year, stating specifically, with respect to such 
fund, the items of gross income and the deductions allowed by subtitle A, and 
shall include-in the return the names and addresses of the participants who 
would be entitled to share in the taxable income if distributed and the amount 
of the proportionate share of each participant Phe return shall be executed 


in the same manner as a return made by a corporation pursuant to the require 
ments of sections GO12 and 6062. 

Mr. Bavprerston. Regulation F also requires that trust funds shall 
“be invested promptly and in strict accordance with the will, deed, 
or other instrument creating the trust.” If the trust instrument gives 
the bank discretion with respect to investment, all investments must 
be approved by the directors’ trust committee. When the trust instru 
ment does not expressly give the bank discretion and, on the other 
hand, does not specify the character of investments, trust funds are 
required to be placed in those investments that are lawful for trustees 
under State law. 

The Board’s regulation as to the investment of trust funds contains 
only one specific reference to pension and similar trusts. This pro 
vision is of only incidental interest to your committee. If a pension 
trust is exempt from Federal income taxes, its funds may be invested 
collectively with those of other pension trusts provided this is specif 
ically authorized by the trust instrument. 

Regulation F further prohibits trust investments that involve con- 
flicts of interest or self-dealing, such as investment in stock or obliga- 
tions of the trustee bank, its personnel or their interests, unless 
expressly required by the trust instrument. 

Now, to discuss State banks. Trust activities of all State-chartered 
banks are governed by State laws and regulations and are supervised 
by the State banking authorities. State banks that are not members 
of the Federal Reserve System but that are insured by the Federal] 
Deposit Insurance Corporation are also supervised by that Corpora 
tion. The purpose of its trust examinations is akin to that of other 
Federal bank supervisory agencies. 
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Those State banks that are Federal Reserve members are examined 
by the Federal Reserve banks as well as by State authorities. Ordi- 
narily each of the 1,871 State member banks is examined at least 
once a year, either separately by Federal Reserve examiners or jointly 
by them and the State examiners. These examinations cover the 
the trust departments of the 636 banks exercising trust powers. 

The regulation and supervision of trust business by Federal bank- 
ing authorities cover pension trusts, like all other trusts, only to the 
extent of ascertaining whether the bank conducts its operations in 
accordance with the governing trust instruments, statutes, regula- 
tions, and sound prince ciples of trust administration. The responsi- 
bilities of bank supervisory authorities do not include any control 
over investment or other important discretionary actions. 

I turn now to bank administration of pension trusts. The term 
“pension trusts” is used broadly. We are aware of the recent rapid 
rise in the number of employee benefit plans and in the dollar aggre- 
gate of the trusts thus created. We also realize that there has been 
a substantial use of trustee banks in connection with the adminis- 
tration of such trusts. To the extent that this business is in the hands 
of member State banks, it is concentrated in the larger centers, par- 
ticularly in New York City. It is also centered in those banks that 
maintain large trust departments, particularly those that have devel- 
oped skill and experience in the administration of such business. 

Senator Dovucias. Would you be willing and able to tell us which 
are some of the banks that handle these larg ger trust funds? 

Mr. Baupersron. Bankers Trust is one of the larger banks, also the 
Chase and the First National City. We have made a count for you 
of the 65 largest institutions in this field which we will come to in a 
moment, 

Of the 13,840 commercial banks in the United States (as of Decem- 
ber 31, 1954), roughly 3,100 exercise trust powers. 

Senator Dovaras. Is it your understanding that these trusts held 


by the banks depend primarily on pension funds rather than welfare 
funds ¢ 

Mr. Bauprerston. Yes. 

Of these, only about 65 are large enough to have personal trust 
assets (including pension, and health and welfare trusts) exceeding 
$100 million. These 65 hold the bulk of employee benefit trust busi- 
ness administered by banks. Thirty-eight of these 65 large trust in- 
stitutions are State bank members of the Federal Reserve System. 
Our examinations of their trust departments indicate that they hold— 
subject to varying degrees of administrative responsibility—almost 
$6 billion of pension and other employee benefit funds in some 2,800 
accounts. However, because of variations in bookkeeping control 
practices and in the degree of the banks’ discretionary responsibility, 
this $6 billion figure does not accurately reflect the volume of pension 
funds over which these 38 banks have full control. 

Senator Dovcias. Now you are speaking of bank members of the 
Federal Reserve System. Do they include national bank members 
also ¢ 

Mr. Batprerston. These are State bank members only. 

Senator Doveias. Do you have figures on national bank members? 

Mr. Bauperston. No, we do not. The examination of national 
banks is conducted by the Comptroller of the Currency and conse- 
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quently we don’t have figures to supply to you in the way we do for 
the State member banks th: at we examine. 

Senator Dovetas. I think the staff has already taken steps to get 
figures from the Comptroller of the Currency on the national banks. 
If the staff has not done so, I request them to do so, because if you 
have trust assets of $6 billion handled by only 38 member banks, that 
indicates that if you were to take into account the other State member 
banks plus the national banks you ought to have a very tremendous 
figure. 

Mr. Bauperston. Mr. Chairman, I question that because Mr. 
Masters, who has charge of our trust examinations, who is here in the 
room, took an additional sample of State member banks holding more 
than $40 million of personal trust assets, and that additional sample 
disclosed only a small increment to the total pension trust business in 
these trust companies. 

Senator Dovetas. I — if Mr. Masters can come forward. 

Mr. Masters. Yes, s! 

Senator DouGrias. Do you ws int to deve lop 1 in more detail the results 
of this additional study you have made ? 

Mr. Masters. We wondered, because of the substantial volume of 
pension trust business in 38 of our largest State member banks, what 
a broader sample would disclose. The 38 include banks with personal 
trusts of $100 million or more: so we reviewed State member banks 
holding $40 million or more of trust assets. The broader s: ampling 
produced only $127 million of additional pension trust business in 
23 banks. This seemed to prove our original conclusion that the bulk 
of pension trust business was concentrated in the 38. 

Senator DouGias. You have a list of these 38 banks ? 

Mr. Masrers. Would you like to have it for the record / 

Senator Dovaias. The printed record. 

Mr. Bautperston. We will send it to you. 

Senator Doueias. This includes State member banks ¢ 

Mr. Bauprerstron. It is confined to State member banks. 

Senator DouGc as. It does not include the national banks. 

Mr. Batperston. That is correct. 

Senator Doveras. Thank you. 

(The list of 38 banks referred to follows :) 


STATE-CHARTERED MEMBER BANKS OF THE FEDERAL RESERVE SYSTEM WITH 
PERSONAL TruUST ASSrTS OF $100 MILLION oR More, JuLyY 20, 1955 


District 1: 
Connecticut Bank & Trust Co., Hartford 
New England Trust Co., Boston 
Old Colony Trust Co., Boston 
Second Bank—State Street Trust Co., Boston 
Ithode Island Hospital Trust Co., Providence 
District 2 
Fidelity Union Trust Co., Newark 
Bankers Trust Co., New York 
The Bank of New York, New York 
The Chase Manhattan Bank, New York 
Chemical Corn Exchange Bank, New York 
City Bank Farmers Trust Co... New York 
Guaranty Trust Co., New York 
The Hanover Bank, New York 
Irving Trust Co., New York 
Manufacturers Trust Co., New York 
J. P. Morgan & Co., Inc., New York 
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The New York Trust Co., New York 
United States Trust Co., New York 
Lincoln Rochester Trust Co., Rochester 
District 3: 
Wilmington Trust Co., Wilmington 
Camden Trust Co., Camden 
Fidelity-Philadelphia Trust Co., Philadelphia 
Girard Trust Corn Exchange Bank, Philadelphia 
Pennsylvania Company for Banking and Trusts, Philadelphia 
Provident Trust Co., Philadelphia 
Tradesmens Land Title Bank & Trust Co., Philadelphia 
District 4: 
The Central Trust Co., Cincinnati 
The Cleveland Trust Co., Cleveland 
The Toledo Trust Co., Toledo 
Fidelity Trust Co., Pittsburgh 
District 5: Wachovia Bank & Trust Co., Winston-Salem 
District 6: Trust Company of Georgia, Atlanta 
District 7: ; 
Harris Trust & Savings Bank, Chicago 
The Northern Trust Co., Chicago 
District S: 
Citizens Fidelity Bank & Trust Co., Louisville 
Mereantile Trust Co., St. Louis 
District 12: 
American Trust Co., San Francisco 
Wells Fargo Bank, San Francisco 


Mr. Correr. Do you have any figures as to what percentage of the 
trusts are in national b: anks as against State banks ? 


Mr. Bauprersron. No, sir; no factual figures to reveal that. 


Senator Dovexas. I think we should get in touch with the Comp- 
troller immediately. 


Note.—Subsequently the staff requested the Comptroller of the Currency to 
obtain from the 20 national banks, which were among the 65 cited by Mr. 
Balderston, the number of pension and other employee trusts administered by 
them, together with total assets in these trusts and the proportion of accounts 
and assets for which the banks have investment responsibility. Also included 
among the 65 banks cited by Mr. Balderston were 7 State-chartered banks not 
members of the Federal Reserve System, and letters were addressed to them 
requesting similar information. 

Data submitted by the Comptroller of the Currency show that the 20 national 
banks had 2,069 pension and other employee benefit trust accounts with assets 
of $2,040 million. The banks have investment responsibility for 1,254 accounts 
with total assets of $1,637 million and only custodial responsibility for the 
remaining accounts. 

The 7 State-chartered nonmember banks have 400 pension and other employee 
benefit trust accounts with $216 million in assets, according to information sup- 
plied by them. Of the total assets, $190 million are in accounts for which the 
banks have investment responsibility. 

Consolidating the data for all 65 banks, it appears that they have a total of 
»269 pension and other employee benefit trust accounts with total assets of 
$8,256 million. On the basis of the data from the national and State-chartered 
nonmember banks, it may be judged that more than $6 million of these assets 
are in accounts for which the banks have investment responsibility. 


Mr. Bavpersron. Neither do the statistics now available reveal the 
total volume of all pension and other employee benefit trusts; that is, 
those administered by banks and by others. The Securities and 
exchange Commission is currently making au survey of this field, but 
the results of this survey are not vet available. In the absence of 


this inform: ition, we do not know how much of the total of employee 
benefit trusts is In the hands of banks. 
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Senator Dovetas. That is, the proportion handled by banks in com- 
parison with insurance companies ¢ 

Mr. Baprerston. We don't know the percentage of the total because 
the total is unknown. 

Senator Doveras. May I ask the staff if they have been able to get 
information from the Life Insurance Association of America as to the 
total of private pension funds? 

Mr. Corrrer. We have planned interviews for that purpose but we 
actually have not yet obtained that. 

Senator Dovetas. I will address this to Mr. Louis S. Reed, a member 
of the staff. Would you make a statement about that? 

Mr. Reep. I have seen figures which, if I remember them correctly, 
are to the extent that there are $20 billion approximately in e mployee 
pension funds, of which approximately half are in insured pension 
funds. 

Senator Doveras. That is, in the custody of insurance companies ‘ 

Mr. Reep. In the insurance companies, and the remainder in the 
custody of trusts. 

Senator Dovexas. What proportion would be in trusts? 

Mr. Reep. The major portion, a little more than half. 

Mr. Correr. That is an estimated proportion. I think when the 
surveys of the Commission are available we will then have a reliable 
figure. 

Mr. Baupersron. Moreover, many of the instruments creating such 
trusts do not give to the bank trustee full and uncontrolled discretion 
as to investment decisions. It is not uncommon for the instrument 
creating a pension trust to name a bank as trustee or agent, but to 
center all authority over investments in a group of individuals. The 
bank acts as custodian for the trust property and performs a variety 
of ministerial duties, but it has no discretionary authority over the 
broader phases of investment administration. 

Senator Doueias . When you say “ministerial duties” I often think 
of that as having a religious meaning. 

Mr. Bauprerston. Mr. Chairman, it is nonreligious and means 
merely to act routinely as an agent. However, when Mr. Masters 
prepared a case recehtly for the Board of Governors that involved a 
church he referred to these ministerial duties. In that instance, the 
word seemed to us to have perhaps a double meaning, including the 
religious one you suggest. 

Senator Doucias. Of course, it is not for a United States Senator 
to question the propriety of the English usage of the Federal Re- 
serve Board. I take it, when you say “ministerial duties,” you mean 
administrative duties. 

Senator Atnorr. May I interject here to say, if I may, that from a 
legal standpoint the word is properly used. 

“Mr. Batperston. Thank you, sir. 

Senator Dovaras. I see. © The legal phraseology is strange. 

Mr. Bavprerston. In these situations the influence of supervisory 
authorities on investment administration is, of course, negligible. 

Senator Dovetas. I have one question as to the statement you 
made on your preceding page, that 38 banks handle $6 billion of 
pension trust assets. Do you have any idea how this concentration in 
handling pension funds came about ¢ 


62033-—56—pt. 3——5 








892 WELFARE AND PENSION PLANS INVESTIGATION 


Mr. Bavperston. It is my feeling, Mr. Chairman, that the experi- 
ence and skill of these larger banks that had an early start in this 
business caused them to dev velop reputations that attracted to them a 
large volume of business. They have sufficient volume to have spe- 
cialists in this work. I think they have developed a competence which 
perhaps a small trust company would not claim to have. 

Senator Dove.as. Pension funds, I take it, are characteristic of 
giant companies, but there are also smaller ¢ ompanies that have them: 
isn’t that true ¢ 

Mr. Bauperston. I would suppose so. 

Senator Doveias. And is it not frequently true that the giant com- 
panies have banks with which they are rather closely affiliated and 
which hold a large portion of the idle funds of the company and 
which in some cases have aided them in investments / 

Mr. Batpersron. I think that is true, of course. But you will 
notice that many of our great corporations have insured plans rather 
than trust company plans. Not all of the large corporations have 
plans w ith trust companies. 

Senator Dovanas. I wonder if there is a tendency for large corpora- 
tions to turn over to their favorite banks the pension business along 
with the other business which they have ? 

Mr. Bauperston. I should think that was a matter of skill and 
experience primarily. These funds are large and the corporations 
desire skill in handling them. If the benefits are certain and the costs 
uncertain, then the employer who is responsible for these uncertain 
and indeterminable costs is very much interested in effective adminis- 
tration, and the trustees representing the employer do not abdicate 
their responsibility; on the contrary, if the costs are certain and the 
benefits uncertain, then those who represent the beneficiaries, such as 
union officers, are very much concerned with the benefits derived and 
are less concerned with the costs. Consequently, in the first situation 
when the benefits are certain the employer who pays the bill is natur- 
ally interested in getting the most skillful administration that can be 
found, and a company that has a good record naturally attracts busi- 
ness. 

Senator Doveias. Why do these banks seek pension business ? 

Mr. Batperston. I suppose for such earnings as can be derived. 
As you know, however, a trust business is not the most lucrative of all 
activities conducted by banks. 

Senator Doveias. Do you know what the common fees are for the 
mangement of these trust funds? 

Mr. Baxtperston. No, I don’t. I have seen some reference to them, 
but I know it only secondhand. Perhaps Mr. Masters may have that 
information for you. 

Senator Doveras. Will you come forward, Mr. Masters? Do you 
have information, Mr. Masters, as to fees charged by banks for han- 
dling the trust funds involved ? 

Mr. Masters. No, sir, I can’t talk to you about fees. 

Senator Doveias. You don’t know anything about the percentage 

which would be charged ? 

Mr. Masters. Not as to percentage. As to the normal fees usually 
charged in administration of personal trust business that would be 4 
percent of the income of the trust, plus a small percentage on principal. 

Senator Dovcias. What would that percentage of principal be? 
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Mr. Masters. Ordinarily, something like a fifth of 1 percent. 

Senator Dovetas. And going down. 

Mr. Masrers. Yes. 

Senator Doveras. Would the fees in the employee pension funds be 
larger or smaller than the ordinary trust fees ‘ 

Mr. Masters. I am sorry, I just don’t know. 

Senator Doveias. Thank you. 

Senator Atorr. I might have a comparatively limited vie wpoint 
as to other trust matters, which is limited to my experience primarily 
in my own State, but from that experience 1 would say that those 
fees are less than in other matters. 

Senator Doveras. I didn’t understand that. 

Senator At.orr. I would say that the fees stated by Mr. Masters, 
and this would not pertain to all situations necessarily, but having 
had some considerable experience with trust matters, I would say that 
the fees are probably a little less than the fees which would pertain 
to other trust business. 

Senator Doue6ias. Other business would be over 4 percent. | 
understood Mr. Masters to say that was on general trust business. 
Wasn't that what you were speaking of / 

Mr. Masters. Yes. The fees vary considerably from State to State, 
governed by State Jaws and local practice, so that there is not a 
standard fee. 

Senator Dougias. Thank you. 

Mr. Bavprerston. I turn next to investment policies of trustee banks. 
Standards generally followed in investing pension trust funds em 
brace consideration of the quality of specific securities, reasonable di 
version of risk, and avoidance of dnlllicts of interest. The applica 
tion of such standards, however, may be modified by special provisions 
of trust. instruments that permit or even require the trustee to depart 
from customary investment standards. These provisions may author 
ize or require the investment of part or all of the trust funds in se- 
curities of the employer corporation, or the making of other invest- 
ments of a character which, in the absence of specific authority, would 
be improper. The few apparent departures from recognized trust 
principles that our examiners have observed have proven to be auth 
orized by the governing instruments. 

Senator Doveias. Leaving aside the question of profits, do you think 
as a general principle it is sound 3 actice to have pension funds in 
vested in stocks of the companies in which the men themselves are 
employed ? 

Mr. Bauversron. As you know, sir, there are some notable examples 
of growth companies where that practice has proven exceedingly bene 
ficial to the employees. 

Senator Dovenas. But excluding the profit-sharing plans? 

Mr. Batperston. Yes 

Senator Douenas. But as to separate pension plans, do you think 
it Is wise general practice to have the funds invested in securities of 
the same company in which the men have jobs? 

Mr. Baupersron. In general I do not. First of all, it violates the 
principle of diversific ation of investments, and sec ondly, it places e m- 
ployee funds that they should be able to rely upon in “rainy seasons” 
- the same company on which they depend for their jobs and liveli- 
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Senator Dovuexas. But there is nothing to prevent this being dene, 
is there? 

Mr. Batpersron. No: it depends on how the instrument is drawn. 

Senator Dove.as. I think none of us, of course, has any clear idea 
as to what regulations, if any, should be improved or who should 
improve them, but I take it that in any case the widest diversification 
of investment possible would be desirable. 

Mr. Bavperston. I would say so. I am perplexed in answering 
that question by this conflict in my own mind. I look on industrial 
relations, especially union-management relations, as one aspect of our 
democratic system. Democracy means to me placing certain trust 
in employer and employee representatives to run their business effec- 
tively. Within limits, therefore, it seems to me that the maximum 
of flexibility should be provided so that they can experiment and de- 
sign plans that are tailored to their specific needs. Their financial 
arrangements should probably reflect the fact that a union is, after 
all, a political entity governed in most cases usually by the majority 
rule, that if the instruments and the administration thereof prove un- 
satisfactory to a majority of union members the plan will fail. 

This leads me to wonder whether such inneaicn as is provided, 
and some seems indicated, should not concern itself more with pro- 
cedural matters, such as with full disclosure, than with substantive 
matters, such as the precise nature of the investments. 

Senator Dovucias. One further question: I would like to ask you 
about the control over investments, or control over the voting stock, 
rather. In another inquiry L was making I discovered that what was 
possibly the controlling block of stock in a large company was held by 
a New York trust company. When we ran ‘that down we found it 
was held for another company and that the second company was try- 
ing to merge with still a third company, and that those who held the 
controlling block of stock also held a controlling block of stock in the 
third company. So it naturally came to my mind whether a pension 
fund was not being used as an intermediary by one company, which 
we will call the B company, to control what we will call the A com- 
pany, which in turn would control C. Now, do you have any judg- 
ment on who should exercise the voting powers of the stocks which are 
held by pension plans / 

Mr. Bavperstron. I share your concern about the practice you de- 
scribed. As to the voting arrangements, I would like to put that 
question to Mr. George V est, head of our Legal Department. 

Senator Dougias. Very good. May we have Mr. Vest come for- 
ward? The question I was raising—as I understand it, the banks 
can invest and do invest considerable portions of these trust funds in 
stocks, not in bonds. Now, the question comes as to the ability of the 
company to vote the stock in other companies. I know what com- 
panies are involved in the case I am referring to, although I don’t 
want to make them a matter of public record. The pension fund of 
company B owns stock, or a controlling block, in company A, which in 
turn owns a controlling block in company C with which company B is 
seeking to merge. Now, the question comes up as to whether the 
bank-managed trust fund for pension purposes cannot. be used by the 
company to set them up for the purpose of promoting business mergers. 

Mr. Vesr. I think the situation undoubtedly gives opportunities for 
things of that kind to happen. As you know, a bank would not have 
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any leg ral right to pure ‘hase other bank stocks or uny other stocks in 
Its own Capac it Vv. 

Senator Doveias. I don’t mean merely bank stocks, but stocks of 
industrial ee 

Mr. Vest. Either one. A bank might acquire stocks through the 
indirect device which you speak of, but it couldn’t do it otherwise. It 
is not certain whether they would have opportunities or possibilities 
of abuse. 

Senator Atuorr. Mr. Vest, may I ask you a question: I think what 
the chairman is getting at is whether or not in such a situation there 
should be a separation of the actual ownership of the stock and the 
voting rights of the stock—in other words, the control of the stock 
in that sense. And would it not be proper to say that the voting 
rights of stock go with the ownership of the stock unless they are 
se parated at some time by legal understanding between the p: ties ? 

Mr. Vest. That is correct, sir. 

Senator Atiorr. Does that clear that up, Mr. Chairman 

Senator Douc.as. It raises a question of policy. 

Senator AtLorr. But it would have to be done. For example, if 1 
pledged a certain number of shares of stock with you as security for a 
loan, I would still retain the voting rights of the stock unless you and 
I by agreement separated the voting rights from the pledge, in which 
event you would retain the voting rights. 

Mr. Vest. An agreement between the parties. 

Senator Doveias. Were you going to make a comment, Mr. Balder- 
ston ¢ 

Mr. Batperston. I was merely going to suggest there is a difference 
between those trust arrangements ‘where the bank is mere ‘ly trustee or 
agent, and those where the bank itself has the author ity to make the 
investment. I think, though not a lawyer, that in the second cate- 
gory the bank would be holding title to the securities. 

Senator Atiorr. Probably. 

Senator Douctas. Go ahead. 

Mr. Bavperstron. I now turn to examination procedure with respect 
to the pension trust_administration. The Federal Reserve System’s 
trust examinations include investigation into bank practices and 
policies relating to pension trusts. They are sufficient in scope to de- 
termine whether there is compliance with the controlling trust instru- 
ments and the requirements of applicable laws and regulations, in- 
cluding those of the Internal Revenue Service. The examiner’s at- 
tention is directed particularly to those trust arrangements that give 
to the trustee bank administrative discretion. In such cases, he reviews 
the administration of the trusts in the light of the requirements of the 
controlling instruments and laws, and of accepted trust principles and 
practice. “Investments in securities of mployer corporations are given 
special scrutiny to determine (1) whether such investments are re- 
quired or permitted by the instrument creating the trust, and (2) 
whether the required disclosure of intention so to invest has been made 
to the Internal Revenue Service so that it may determine whether 
the trust is administered for the exclusive benefit of employees. 

‘The examiner takes note of observed departures from accepted 
principles, and of violations of applicable provisions of trust instru- 
mentsor law. His report is made available not only to the appropriate 
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bank supervisory authorities but also to the directors of the bank ex- 
amined. 

In summary, the Board recognizes that pension and health and wel- 
fare funds are growing rapidly in volume and in significance. The 
very magniture ‘of those funds tends to create troubieseome problems. 
To a considerable degree the possibilities of abuse stem from the pro- 
visions of the trust instruments themselves. 

In our experience, the administration of pension funds by trustee 
banks has been competent and conscientious. 

We appreciate, sir, the opportunity to appear before you. 

Senator Doveras. Thank you, Mr. Balderston. We are interested 
in getting a general picture, not merely picking out specific abuses, 
but I wondered if you had any experience with abuses or maladmin- 
istration of the pension funds, without identifying any names. 

Mr. Bauvrrston. We have not found such in the trust companies 
that are subject to examination by us. 

Senator Doveias. You found no examples of abuse ? 

Mr. Baperstron. I have asked that question of Mr. Masters and his 
group, and they report none. 

Senator Douenas. We will let Mr. Masters speak for himself. Mr. 
Masters, is it correct that you have found no instances of abuse by 
trust companies of pension funds? 

Mr. Masters. Our interest in the administration of pension and 
profit-sharing trusts, as we find them in our trust institutions, is to 
insure that they are administered in accordance with the provisions 
of the trust instruments. 

Senator Doveras. And not with the nature of the instrument 
itself ? 

Mr. Masters. That is correct. I would like to say that we wish 
to avoid any misinterpretation of that $6 billion figure as representing 
trust property under the full control of State member banks in a trust 

capacity, because a substantial portion of it, we believe, is held by 
them in a custodial capacity, with the management of the funds being 
vested in trustee groups outside the banks. 

Senator Dovetas. Do you have an estimate of the proportions of 
those, too? 

Mr. Masters. Unfortunately, we don’t have that information, but 
in our examination of the administration of these funds we are con- 
cerned with those where the investment responsibility rests with the 
bank as trustee and we test administration against the requirements 
of the instrument which controls the account. We do not find abuses 
of the provisions of these trust instruments. We occasionally see 
things that we don’t like the looks of. We see occasional concentra- 
tions in stock to a greater extent than we think is perhaps proper. 

Senator Dovuetas. Is that stock as compared to bonds, or do you 
mean stocks of specific companies ? 

Mr. Masters. Stocks of specific companies. Upon investigation, 
however, we find that such an investment has been authorized or re- 
quired by provisions of the instruments which create the trust. 

Senator Doveras. Now I take it that one of the differences between 
the banks handling these funds and the insurance companies handling 
the funds is that the banks as trustees either exercise an independent 
discretion or merely follow the decisions of the companies—that is, 
if the banks can invest them in stocks—whereas the insurance com- 


a TD ried wats 








WELFARE AND PENSION PLANS INVESTIGATION S97 


panies are rather rigidly limited in the amount, generally 5 percent; 
isn’t that true ? 

Mr. Masters. I think it is 3 percent; is it not 

Senator Dovetas. Three percent, then; is that true ‘ 

Mr. Masters. Yes. However, the percentage of stock investments 
in a bank-administered pension fund does not run very high. 

Senator Doveras, Do you have anything on that‘ 

Mr. Masters. No, I do not. It is difficult to generalize on the in- 
vestment composition of trusts, but observation from our reports 
would indicate that holdings of stocks would run no higher than 20 
to 30 percent in the average pension trust. 

Mr. Correr. Isn’t that a rather recent figure, that 25-percent aver- 
age ? 

“Mr. Masters. The figure has been creeping up; yes, sir. 

Senator Dove.as. Senator Allott. 

Senator Atvorr. Mr. Balderston, you were asked a question whether 
this large figure in 38 banks indicates a tieup between those banks and 
industry, to which you answered that you felt it was primarily due to 
efficiency and being in the field and having experts in these particular 
institutions which could best do the job. Would that also apply to 
labor, organized labor assuch? Would it indicate they did not dictate 
the investment of these funds or the deposit of these funds through 
these particular banks? 

Mr. Bavperston. Senator Allott, I would doubt that union influence 
was evident in the concentration. 

Senator Atxorr. In other words, your answer would be the same as 
you gave with respect to industry. But organized labor was not 
mentioned, and I wanted to make that clear. 

Mr. Bautperston. The reason I stressed competency, experience, and 
skill of these banks that had an early start and specialized, rather than 
the contacts that exist in big business circles, is that there are other 
large banks in the country that don’t enjoy large trust businesses of this 
sort. It seems to me that if it were merely a matter of pull or in- 
fluence, whether proper or improper, all large banks would part icipate 
in this business, whereas that is not the case, at least among the State 
member banks. That is the reason I attributed the concentration to 
experience and special a 

Senator Atiorr. May I ask this question again, turning to your 
statement on page 4. Would it be a very difficult problem to analyze 
within reasonable approximation how much of this $6 billion figure 
is actually administered by the banks other th: “ in a strictly minis- 
terial or administrative— if you would rather I use that term, Mr. 
Chairman— or custodial capacity? Would it . possible or would it 
be difficult to get such information? I think it might well bear on 
what the chairman has in mind and perhaps the committee. 

Mr. Bauperston. Can Mr. Masters answer that? I think it would 
depend on what the examiners actually picked up in their examination. 

Mr. Masters. Our examination reports do not always show such 

a classification, so it is not possible to get it at the moment. Of course, 
it is possible to so instruct the examiners that they will develop infor- 
mation along those lines. 

Senator ALLorr. Now, a question has been raised here as to the 
investment of funds in corporations which might result in improper 
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practices, and I direct this to you, Mr. Balderston. Would you think 
that the investment of funds in obligations of unions would be a 
proper disposition of those funds? 

Mr. Bauprerston. No, sir; I do not. It seems to me that the bene- 
ficiaries are entitled to the most prudent and sound investment policies. 
It would give me some concern if a union fund were to concentrate 
its investments in, say, a real-estate development or an apartment 
house. 

Senator Atxorr. Or an office building. 

Mr. Barperson. Or an office building. To me excessive concentra- 
tion would not be prudent investing. 

Senator Atxorr. In other words, in either instance it raises ques- 
tions which an ordinarily prudent businessman would not do. 

Mr. Bauperston. I agree. In addition to the possibilities of “self- 
serving,” or “self-dealing.” I feel that a good investment requires 
some diversification. 

Senator Attorr. Would you say, believing that I agree with you 
completely, because of the great growth of these funds in these par- 
‘sealer sources that there could be a likelihood that over a period of 
years such trust funds would in effect be the ultimate controlling fac- 
tors of industry ? 

Mr. Bauperston. I am no prophet, but it seems to me that the pen- 
sion, health, and welfare plans that have grown up since the depres- 
sion of the thirties represent a new channel of investment. Increas- 
ing proportions of our capital funds will tend to be funneled through 
these plans. 

Senator Atxvorr. In the control of business. 

Mr. Bauprerston. Yes; insofar as investment control leads to oper- 
ating control. 

Senator Atiorr. Are they not also at the present time one of the 
greatest and one of the most ready sources of capital for industry 4 

Mr. Batperston. If you include insurance companies, I should think 
the answer would be in the affirmative. 

Senator Atxorr. With this growing in proportion rapidly with 
the matter we are discussing. 

Mr. Bawperston. Yes, sir. 

Senator Atyorr. Thank you, Mr. Chairman. 

Senator Doveias. Thank you, gentlemen. 

We will adjourn now to meet again at a quarter of 3. 

(Whereupon, at 12: 45 p. m., the subcommittee recessed to reconvene 
at 2:45 p. m.) 


AFTERNOON SESSION 


(The subcommittee reconvened at 2:45 p. m., Senator Paul H. 
Douglas presiding.) 

Senator Dovuenas. Do you have a statement, Mr. Findling ? 

Mr. Frypiine. Yes, sir. 


STATEMENT OF DAVID P. FINDLING, ASSOCIATE GENERAL 
COUNSEL, NATIONAL LABOR RELATIONS BOARD 


Mr. Frvprine. Mr. Chairman, and gentlemen of the committee, 
my name is David P. Findling. I am an associate general counsel of 
the National Labor Relations Board, and appear on behalf of Theo- 
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phil C. Kammbholz, the general counsel, in response to the invitation 
of the subcommittee in its letter of July 14 to supply a statement with 
respect to the Board’s responsibilities in the field of welfare and 
pension plans. Specifically, we have been asked to make a very brief 
statement covering the following matters: 

1. The number of complaints relating to health and welfare plans 
received by the Board. 

2. A brief discussion of Board decisions in welfare and pension plan 
cases. 

3. The number of welfare and pension plan cases referred to the 
Department of Justice, and the nature of such cases. 

4. The working relations between the Board and the Department 
of Justice, and between the Board and the Internal Revenue Service. 

5. Possible problems from the Board’s point of view in drafting 
legislation of a regulatory nature in this field. 

It seems appropriate to emphasize preliminarily, and this comment 
goes to questions 3 and 4 of the subcommittee’s letter, that the only 
sections of the Labor-Management Relations Act of 1947 which on 
their face specifically deal with the standards for establishment and 
operation of welfare and pension funds are contained in title III of 
the act. Sections 302 (c) (5) and 302 (d) provide for criminal prose- 
cution for violations and make the provisions therefor the exclusive 
responsibility of the Department of Justice. The National Labor 
Relations Board has no authority, no responsibilities, and, conse- 
quently, no official experience with respect to this aspect of the law. 
Accordingly, it has not been necessary to establish a formal working 
relationship in the usual sense between the Board and the Department 
of Justice, or between the Board and the Internal Revenue Service, 
in the handling of title III problems. 

Senator Dovenas. In other words, you say the Board is not con- 
cerned with the question of joint management? 

Mr. Finprina. That is right, except in the particular circumstances 
to which I will address myself next. 

Mr. Correr. Could I interrupt you? Do you have another copy of 
your statement for Senator Allott? 

Mr. Frnpiine. Yes, sir. 

Senator Anvort. I have to leave in about 5 minutes, but I would like 
to have a copy. 

Mr. Finpiine. During the first few years of the administration of 
title I of the Labor Management Relations Act, which is the exclusive 
concern of the Board, a number of title III inquiries were received, 
and these were in turn relayed to the General Crimes Section of the 
Criminal Division of the Department of Justice with appropriate 
explanation. Because the original letters were sent to the Department 
of Justice, and because we kept no record of these communications 
except copies of our replies, I can do no more than roughly estimate 
their volume, which appears to be less than 50 in number. Very few 
of these have been received in the past few years. These inquiries 
generally dealt with the legality of proposed or existing plans, with 
protests about improper use of welfare funds, or with claims of 
payment defaults. None of these title III complaints involved charges 
within the purview of the Board under title I. 

I turn next to questions 1 and 2 of the subcommittee’s letter. In 
this connection, it should be noted that the cases that have come to 
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the Board have not necessarily been limited to situations arising under 
plans subject to title III, but may also involve plans not covered by 
title III. This is so because the protections against unfair labor 
practices contained in title I are not limited to infractions arising only 
under title III plans, but extend generally to all situations where a plan 
has been the instrument of unlawful discrimination as to conditions 
of employment or other restraint or coercion of employees in the 
exercise of rights under section 7 of title I. 

There have been relatively few such cases, and our statistics gen- 
erally are not broken down on the basis of whether or not welfare plans 
are involved. The cases that have arisen, however, have usually in- 
volved either charges of discriminatory administration of plans as 
between union and nonunion employees, or questions as to the scope of 
the duty to engage in collective bargaining concerning such plans. 

Research has disclosed only three Board decisions since 1947 involv- 
ing charges of the first type. In the Jandel Furs case (100 N. L. R. B. 
1391), decided in October 1952, the Board found that the employer and 
the fur and leather workers union had excluded nonunion employees 
from participation in the welfare fund benefits in violation of sections 
8 (a) (1),8 (a) (2), and 8 (a) (3)—referring to the employer’s vio- 
lations—and sections 8 (b) (1) and 8 (b) (2), referring to the union’s 
violations 

Senator Doverias. What formal enforcement procedures did you 
have? 

Mr. Finpiine. The normal procedure is to go to a court of appeals. 

Senator Doveras. Did it go to the court of appeals? 

Mr. Finpirnc. That case never went to the court of appeals, as far 
as I know, and it is fair to assume, therefore, that the region obtained 
voluntary compliance on the part of the parties. 

To the same effect is the Englander case, involving the furniture 
workers, local 140, reported in 109 National Labor Relations Board 
326, decided in July 1954. 

In the Delta Star Electric Division case (110 N. L. R. B. 53), de- 
cided in April 1955 the Board held that the VAW-AFL—— 

Senator Doveias. Not UAW-CIO? 

Mr. Finpiinc. UAW-AFL, in violation of section 8 (b) (1) (A), 
threatened employees with withdrawal of insurance benefits, which 
the Board found to be a condition of employment, unless they paid 
disciplinary assessments and fines. The Court of Appeals for the 
Seventh Circuit denied enforcement of the Board’s order on the ground 
that the insurance program was “a benefit incidental to union member- 
ship and not a condition of employment.” The court concluded, there- 
fore, that the threatened withdrawal of insurance privileges was a 
disciplinary measure within the union’s right to regulate its own in- 
ternal affairs and outside the scope of the National Labor Relations 
Act. The court decision is reported in 222 Federal (2d) at page 95. 

Senator Atiorr. May I interrupt you? 

Mr. Chairman, you understand the circumstances under which I 
have to leave. I am sorry I can only be here a few minutes. 

Senator Dovexas. I am sorry, too. Thank you for coming. 

(Discussion off the record.) 

Mr. Frnpuinc. Other welfare plan cases which have come before 
the agency have involved a number of charges against the United Mine 
Workers, alleging that the UMW welfare and retirement plan was 
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being administered solely for the benefit of UMW members in good 
standing, in violation of sections 8 (b) (1) and 8 (b) (2) of the act. 
Substantially all of these charges were disposed of at the regional 
office level, either by dismissal, ‘withdrawal, or settlement. Only one 
resulted in unfair labor practice complaint proceedings which pro- 
gressed through hearing and intermediate report, and this case was 
thereafter closed upon ‘voluntary compliance by the union. United 
Mine Workers, case No. 5—CB-43-47, IR 358, issued December 21, 
1950. 

Senator Doveras. Just a minute. May I go back to this UMW 
business ¢ 

Mr. Frinpiine. Yes, sir. 

Senator Dovetas. Since there is virtually a closed shop in the coal- 
mining industry of the country, does this mean that UMW members 
who have been dropped from membership for disciplinary reasons 
were denied pensions ? 

Mr. Finpuine. I can’t tell you what the details of the infractions 
were, but generally they involved the overall proposition that men 
who may have been former union members and were dropped, or who 
may never have become union members, were not receiving benefits, 
although the union was the exclusive Tepresentative of all of the 
employees in the particular mine covered by the plan. 

Senator Dove.as. Is it clear, or is it not clear, that the benefit plans 
are for protection of all workers covered, or only for union sania ¢ 

Mr. Finpirnc. Where the plan is a condition of employment in the 
plant, as distinguished from a condition of union membership—and 
there is an exclusive bargaining representative—the representative 
may not discriminate under our statute between union members and 
nonunion members in connection with the administration of the plan. 

As to the cases involving the duty to bargain, it is, of course, settled 
that pension and welfare plans may constitute a condition of employ- 
ment, and that there is therefore a statutory obligation under sections 
8 (a) (5) and 8 (b) (3) of the act to bargain on the subject. Cases 
in this area have also involved questions whether an employer must, 
upon request, provide a union representing his employees w ith infor- 
mation relevant to an established pension pi: un; and whether the choice 
of the insurance carrier, as well as the administration of welfare bene- 
fits, are appropriate subjects for compulsory collective bargaining. 

Senator Dovcias. What has been the ruling on those cases 

Mr. Finpuiine. So far as I know, we haven’t had rulings i in any of 
the cases we refer to now. These cases were authorized for prosecu- 
tion, and I don’t know what stage they are in. 

Senator Dove as. They are still on the docket ? 

Mr. Finpiine. They may be on the docket ; some may have been dis- 
posed of informally. Those are handled at the regional office level, 
and if the subcommittee wishes information on that score I am sure 
we can get it. We have not been able to contact our regional offices 
in the time available. 

Mr. Correr. What is this reference, note 3, the Phelps Dodge Cop- 
per Products Corp. ¢ 

Mr. Finpirnc. That would be a case pending in the second region 
in New York City. If it had gone to the Board for decision and order 
we probably w ould have had a 1 reference, so I assume it has not. May 
I say that is true as to all of the cases where all we give is a case number. 
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Addressing myself finally to question No. 5 of the subcommittee’s 
letter, involving possible problems in drafting new legislation in the 
field of welfare-fund regulation, it seems clear from the foregoing 
that this type of legislation is outside the province of the Board. We 
have no official responsibilities nor have we had any specialized expe- 
rience in this area. 

I am grateful for the opportunity to appear before the subcommittee 
and hope that these comments have been helpful. 

Senator Dovenas. Thank you very much. 

The gentleman from the Department of Justice. Mr. Collings, we 
appreciate your coming. 


STATEMENT OF REX A. COLLINGS, JR., CHIEF, GENERAL CRIMES 
SECTION, CRIMINAL DIVISION, DEPARTMENT OF JUSTICE 


Mr. Cotiines. Senator Douglas, my name is Rex A. Collings, Jr., 
Chief, General Crimes Section, Criminal Division, Department of 
Justice. 

Assistant Attorney General Warren Olney III had planned to 
appear before you. However, he had to go out of town today and 
has asked me to appear in his stead. 

You have requested a brief statement concerning the responsibil- 
ities of the Department of Justice in the field of welfare and pension 
funds ; the authority under which such responsibilities are discharged ; 
and whether existing legislation is adequate to conserve welfare an 
pension funds for the exclusive benefit of the employees for whom 
they are established. 

I think I can best answer your inquiries if I start with the problem 
of the adequacy of existing legislation. We have strong doubts that 
existing Federal legislation is adequate to cope with the problem of 
conserving welfare and pension funds for the exclusive use of the 
employee beneficiaries. 

Section 302 of the Labor Management Relations Act, 1947 (29 U.S. 
C. 186) permits the establishment of welfare and pension funds, but 
does not provide any penalty for their maladministration. Section 
302, with certain exceptions, prohibits payments by an employer to 
the representatives of his employees, and prohibits representatives 
from receiving such payments. One exception is payments to welfare 
and pension funds. Such payments are permitted provided that 
the funds are held in trust for the employees for pensions, medical 
care, unemployment benefits, and the like. 

But there is no requirement that the funds be efficiently managed, 
and no prohibition against exorbitant salaries and expenses—against 
milking of a fund by its promoters. As long as the fund is established 
in accordance with the statutory language, there is no specific statute 
which makes it a Federal offense for the managers of the trust to 
ransack or loot the trust corpus. 

Senator Doveias. Do you want to translate what you mean by 
“trust corpus” ? 

Mr. Cotiines. The assets or property of the trust. 

No remedy is provided by section 302 for abuse of the trust pur- 
poses. Unless some other Federal statute is violated, abuses must 
be corrected in State courts, either through civil actions brought by 
employees against the trustees for breach of their duties, or criminal 
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prosecutions for embezzlement or misapplication. ‘The parties to the 
welfare and pension fund agreements are private persons. 

Senator Doveas. Just a minute, Mr. Collings. Suppose you have 
a national company, doing business across State lines. Wouldn't 
prosecution by the Federal Department of Justice be —— 

Mr. Cotiines. What I am trying to say is section 302 does not pro- 
vide a remedy in our opinion. To go on, you know frauds practiced 
by one private person against another ordinarily are not within the 
purview of Federal statutes. Of course, there are exceptions, for 
example, where there is mail fraud or fraud by wire. Abuses of wel- 
fare and pension funds may perchance fall within the purview of such 
statutes, but no Federal statute is specifically designed to combat such 
abuses. 

There are other problems inherent in section 302. Section 302 only 
prohibits payments by an employer to representatives of his em- 
ployees which do not fall within certain exceptions. It does not 
prohibit payments to others. There is some doubt that the section 
prohibits payments to a board of trustees composed of representa- 
tives both of employer and employees, even if not set up for a purpose 
permitted by the section. 

In a very recent case, United Marine Division v. Essex Transporta- 
tion Co., (216 F. 2d 410), the Court of Appeals for the Third Circuit 
held that trustees of a welfare fund chosen half by an employers’ 
association and half by a union are not representatives of the em- 
ployees within the meaning of section 302, There is an earlier case 
to the same effect : Rice-Stix Co. vy. St. Louis Institute (22 L. R. R. M. 
2528, E. D. Mo., No. 5787, June 15, 1948). The Government was not a 
party in either of these cases. Nevertheless, they pose a very difficult 
problem of interpretation of section 302 so as to make it effective. 
If these cases are correct, there is a very serious loophole in the law. 

I note that the committee on labor and social security legislation 
of the Association of the Bar of the City of New York, in a report 
dated May 19, 1955, has expressed the view that these decisions “have 
to a substantial extent freed welfare funds from Federal control 
since trust funds are not covered by the act.” 

Another recent case is also of interest in this connection, although 
it did not involve a welfare and pension fund, In United States v. 
Ieyan, decided July 1, 1955, the second circuit held that the term 
“representative” in section 302 means an exclusive bargaining repre- 
sentative, and that the officer of the union which was the exclusive 
bargaining representative was not a representative within the mean- 
ing of section 302. 

Senator Douaias. Mr. Collings, there has been another decision 
involving criminal prosecution, hasn’t there, in New York, an indict- 
ment against Carfano and others connected with—— 

Mr. Correr. That was a State court decision, Senator. 

Senator Doueuas. I see. 

Mr. Coiuinés. I believe there was a State court decision which fol- 
lows similar lines as to a State statute which is very like the Federal 
statute. 

With that background, I will discuss briefly the responsibilities of 
the Department of Justice in the field of welfare and pension funds. 
These responsibilities arise primarily under section 302 (d). That 
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section makes it a misdemeanor for an employer willfully to make 
payments to representatives of his employees other than those per- 
mitted by section 302, and also makes it a misdemeanor for the repre- 
sentative to receive such payments. 

We have received a considerable number of complaints under the 
act. You have asked the source and number. Most have come from 
employers or employees, and none as far as I can discover from the 
National Labor Relations Board, There was just some testimony 
about some referrals back in 1948, but I was not aware of them. 

Last year there were 26 such complaints. Our investigation has 
usually been limited to determining adken the plan is established in 
accordance with section 302. It is seldom that a complaint calls our 
attention to a plan not established in accord with section 302. Where 
there are discrepancies, and where they are technical and inadvertent, 
we attempt to obtain corrections without the use of penal sanctions. 

You have asked how many prosecutions have been instituted under 
section 302 (c) (5). The answer is none. In our opinion section 
302 (c) (5) is not a penal clause. It does not of itself make any act 
or omission a criminal offense. 

We do have investigations underway involving payments destined 
to welfare funds which have been diverted either into the union 
treasury or the pockets of union officials. For example, an indict- 
ment was returned in Puerto Rico, where the employer's contribution 
to a fund was allegedly converted to the use of the representative with- 
out ever reaching the fund. There are also under consideration cer- 
tain matters which grew out of the various hearings of this subcom- 
mittee. There have been no trials or convictions to date. 

Senator Doveras. Would it be proper to ask whether any cases 
were referred to the Department of Justice as a result of the investiga- 
tions by the House committee last fall ? 

Mr. Cotiines. It would be proper to ask, but I am afraid I don’t 
know the answer. Would you like me to find out ? 

Senator Doveias. Yes; 1 would appreciate it. First, find out 
whether the House committee referred any cases to the Department 
of Justice. Second, what action, if any, has been taken by the De- 
partment. 

(The information requested was later submitted and is as follows :) 

DEPARTMENT OF JUSTICE, 
CRIMINAL DIVISION, 
Washington, August 8, 1955. 
Hon. PAUL DOUGLAS, 
Chairman, Subcommittee on Welfare and Pension Funds of the 


Senate Committee on Labor and Public Welfare, 
United States Senate, Washington, D.C. 

DEAR SENATOR DovuGLAs: During the course of our testimony before your sub- 
committee on July 20, 1955, you inquired whether any criminal matters relating 
to the administration of health and welfare funds had been referred to us by 
any House subcommittee last fall, and what action had been taken as a result 
of any such referral. 

No specific matter relating to welfare or pension funds has been referred to 
us by any House subcommittee. We have received transcripts of hearings held 
by the special subcommittee of the House Committee on Education and Labor 
in its investigation of welfare and pension plans, and transcripts of joint hear- 
ings of special subcommittees of the House Committee on Government Opera- 
tions and the House Committee on Education and Labor in their investigation 
of racketeering in Detroit and Kansas City. We have also received the interim 
reports of these subcommittees. 
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Our examination of these documents did not disclose any particular transac 
tion or arrangement in the establishment or operation of a welfare or pension 
fund which would warrant criminal prosecution. The hearings did produce 
considerable evidence of deliberate mismanagement of large welfare funds 
brought about by payments of excessive fees and premiums for insurance, exces- 
sive costs of administration, failure to keep adequate records and other im 
proper practices. However, the funds were established in conformity with the 
requirements of section 302 (c) (5) of the Labor Management Relations Act. 
In one instance a welfare fund was established solely under union control. 
However, the beneficiaries were employees of two hotels and the element of 
interstate commerce was absent. 

We have under consideration your requst for further comments in regard to 
the type of information which should be required by a disclosure statute relating 
to welfare and pension funds. 

Sincerely, 
WARREN OLNey III, 
Assistant Attorney General. 

Mr. Cotuines. You also asked for comments as to possible problems 
in drafting legislation of a regulatory nature in the welfare and 
pension fund field. Any such legislation should clarify the uncer 
tainties in the existing statute which I have already pointed out. It 
should be made clear that the trustees are representatives within the 
meaning of section 302. Whether an agency should be designated 
to supervise administration of the funds, | and if so, what agency, are 
matters of legislative policy on which we would rather not comment. 
Any such legislation should clearly establish the responsibility of 

‘ach trustee for maladministration of the fund. 

If you decide to require that financial statements of welfare and 
pension funds be filed with some Federal agency, the legislation should 
specify that each trustee certify as to the correctness of the informa- 
tion filed. It should make it unlawful to prepare, make, or file 
false or fraudulent financial statement. 

Section 302 (c) (5) does provide for annual audits of trust funds. 
You might be interested in the comments of the committee on labor 
and social security legislation of the Association of the Bar of the 
City of New York in regard to that provision. That committee stated : 

* * * the disclosure provisions of section 302 are inadequate. The section 
merely requires the submission of “an annual audit.” This provision may be 
complied with without disclosure of the names of the persons to whom payments 
are being made, or the amounts paid to such persons. Thus the annual audit 
will not furnish the information necessary to determine whether excess admin- 
istration charges are being incurred, or whether there is self-dealing by admin- 
istrators of the funds involved. Furthermore, the provision that the annual 
audit must be available for inspection at the principal office of the trust fund 
does not assure proper disclosure of the audit to all interested persons. 

Senator Doverias. Thank you very much. It appears that the 
disclosure provisions of section 302 (c) (5) are inadequate as far as 
the Internal Revenue Service is concerned. Do you have any sugges- 
tions as to how disclosure provisions could be made adequate ? 

Mr. Conturncs. Well, in the time I had to work on this, I did find 
that which I thought would be helpful, and we would be glad to do 
some more work on it. 

Senator Dovcias. We would be glad if you would. I think you are 
quite right in saying that merely to y have an audit available for i inspec- 
tion is not adequate, because they might be scared to death in asking 
for an audit. 

Mr. CouxinGs. The office might be in New York, and the union might 
be in Oklahoma. 
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Senator Doveras. Yes. I want to thank you. Your memorandum 
shows obvious thought and care, and I appreciate the time and 
trouble you have taken. There are a number of these points which 
will be very helpful. I wish you would thank Mr. Olney for your 
assistance, and I would like to ask Mr. Cotter to prepare a letter 
to Mr. Olney stating our appreciation for your appearance. Thank 
you very much. 

Are representatives of the Departments of Labor and Health, Edu- 
cation, and Welfare here? 


STATEMENT OF EWAN CLAGUE, SPECIAL ASSISTANT TO THE 
SECRETARY OF LABOR 


Mr. Ciacur. This is Mr. Rowe of the Bureau of Labor Statistics. 
My name is Ewan Clague, special assistant to the Secretary of Labor. 
Mr. Chairman, I must apologize that we don’t have mimeographed 
copies here. I have an original which I can give to you, and here is 
the first carbon. If you don’t mind, I will work from this type- 
written statement. 

Mr. Chairman, I am happy to be here today to speak briefly on 
the questions listed in the chairman's letter of July 14, 1955, which 
are : 

The research, statistical and other activities of your Department 
which relate to welfare and pension plans. 

The legislative authority for these activities. 

. The uses to which your statistics and studies are put. 

t The degree of interdepartmental cooperation in these matters. 

». The functions and progress achieved by the intradepartmental 
committee you established to consider health, welfare, and pension 
problems. 

6. Possible problems from your point of view in drafting legis- 
lation of a regulatory nature in this field. 

The subject of health, insurance, and pension plans has come rapidly 
to the fore in recent years. This is in large measure due to the 
phenomenal growth of such plans. 

The concern of unions and employers with problems affecting health 
and welfare of workers is not new, and most of the older crafts unions 
have had for many years plans for rendering financial aid to their 
members. Such plans were financed entirely by union members, 
through membership dues or assessments. Employers also for many 
years have made available, both with and without employee contribu- 
tions, medical aid to workers in the form of direct medical services, 
hospitalization, and cash payments during disability, as well as group 
life insurance and pension plans. It was not until the late 1920’s that 
these plans, in isolated instances, were brought within the scope of 
collective bargaining. 

For many years the Department of Labor has conducted studies 
in the field of labor-management relations, and has published statistics 
of work stoppages, collective bargaining settlements, and the like. 
In the Labor Management Relations Act of 1947 the Congress assigned 
to the Department of Labor the duty of maintaining a file of copies 
of all available collective bargaining agreements and other available 
agreements and other actions thereunder settling or adjusting labor 
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disputes. Estimates of the number of agreements currently in effect 
‘ange upward of 100,000. 

Senator Doveias. Do you have copies of all of these ¢ 

Mr. Cracve. No, sir. The number of workers covered by agree- 
ments is estimated to exceed 16 million. The Department prese ently 
maintains a file of approximately 5,000 current agreements covering 
about 8.5 million workers. All industries are represented in the file 
with the exception of railroads and airlines. Since railroads and 
airlines are required to submit copies of agreements to the National 
Mediation Board, the Department does not attempt to collect those 
agreements. 

“The Bureau of Labor Statistics has made a quantitative analysis of 
selected agreement provisions grouped into five major categories : 

(1) Wage practices and supplementary benefits such as paid holi- 
days, paid vacations, shift differentials, premium pay of various 
types, and so forth. 

2) Plant administration practices such as layoff and recall pro- 
cedures, technological change provisions, safety, and so forth. 

(3) Agreement administration procedures including grievance 
machinery y and arbitration provisions and no-strike clauses. 

(4) Types of union security (union shop, and so forth) and check 
off systems. 

(5) Other characteristics of collective bargaining revealed in the 
agreements, such as the scope of the bargaining units, the term of 
agreements, and so forth. A list of some recent Bureau studies 
follows: 


RECENT BUREAU OF LABOR STATISTICS STUDIES BASED ON COLLECTIVE-BARGAINING 
AGREEMENTS AND HEALTH, INSURANCE, AND PENSION PLANS 


Collective-bargaining agreements: 
Union Security Provisions in Agreements, 1954. Monthly Labor Review, 
June 1955. 
Labor-Management Contract Provisions, 1954 (Bureau of Labor Statistics 
Bulletin No. 1181) : 
Reporting and call-back pay. 
Paid leave on death in family. 
Military service provisions. 
Jury duty provisions. 
Labor-Management Contract Provisions, 1953 (Bureau of Labor Statistics 
Bulletin No. 1166) : 
Premium pay for weekend work. 
Holiday provisions. 
Paid time for washing, cleanup, and clothes change. 
Paid rest periods. 
Hours and Premium Pay Provisions in the Industrial Chemicals Industry, 
1953 (Bureau of Labor Statistics Report No. 65). 
Expiration, Reopening, and Wage Adjustment Provisions of Major Agree- 
ments, October 1954 (Bureau of Labor Statistics Report No. 75). 
In process: Series of studies on layoff, recall, and work-sharing provisions 
of union agreements. 
Health, insurance, and pension plans: 
Digest of 100 Selected Health and Insurance Plans Under Collective Bar 
gaining (Bureau of Labor Statistics Bulletin No. 1180). 
In process: Prevalence of health, insurance, and pension plans under collec 
tive bargaining, early 1954. Analysis of health and insurance plans under 
collective bargaining. 





1The National Mediation Board later informed the subcommittee staff that airline agree 
ments contain nothing on welfare and pensions plans. Railroads are covered by Govern 
ment railroad retirement program; only welfare plan is that for nonoperating employees 
which covers 800,000 for hospital and surgical benefits. 
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OTHER SELECTED INDUSTRIAL RELATIONS PUBLICATIONS 


Directory of Labor Unions in the United States, 1953 (Bureau of Labor Statistics 
Bulletin No. 1127). 

Arbitration of Labor-Management Grievances, Bethlehem Steel Co., 1942-52 
(Bureau of Labor Statistics Bulletin No. 1159). 

Strike Control Provisions in Union Constitutions (Monthly Labor Review, May 
1954). 

Analysis of Work Stoppages During 1954 (Bureau of Labor Statistics Bulletin 
No. 1184). 

Anti-Communist Provisions in Union Constitutions (Monthly Labor Review, 
October 1954). 

Developments in Industrial Relations (Monthly Labor Review, each issue). 


Tn line with its general responsibility in the field of industrial rela- 
tions and in keeping with the provisions of the Labor Management 
Relations Act of 1947 cited above, the Department maintains a file of 
such pension, health, and welfare plans and conducts studies dealing 
with their extent, scope, and characteristics. At the present time, the 
file includes approximately 1,000 health and insurance plans and 500 
pension plans, selected largely to provide broad industry, union, and 
regional representation. A list of reports and publications on health, 
insurance, and pension plans follows: 


REPORTS AND PUBLICATIONS OF THE BurREAU OF LABOR STATISTICS ON HEALTH, 
INSURANCE, AND PENSION PLANs, JANUARY 29, 1954 


(Arrangement of items is chronological; latest publication appears first on 
the list.) 

Pension Plans Under Collective Bargaining—Bulletin No. 1147 (reprinted from 
the March, May, and July 1953 issues of Monthly Labor Review). Price 20 
cents. 

Health and Welfare Plans in the Basic Steel Industry—Serial No. R 2061 (re- 
printed from the Monthly Labor Review, October 1951). Free. 

Recent Publications and Sources of Data on Health, Insurance, and Retirement 
Programs—Bibliography (annotated), October 1951. Free. 

Health and Welfare Plans in the Automobile Industry—Serial No. R 2057 (re- 
printed from the Monthly Labor Review, September 1951). Free. 

Digest of Selected Health, Insurance, Welfare, and Retirement Plans Under 
Collective Bargaining, Special Series No. 6—August 1951 (multilith). Price 
50 cents. 

Employee-Benefit Plans Under Collective Bargaining, Mid-1950—Bulletin No. 
1017 (reprinted from the Monthly Labor Review, February 1951). Price 15 
cents. 

Digest of Selected Health, Insurance, Welfare, and Retirement Plans Under 
Collective Bargaining—July 1950 (out of print). 

Employee-Benefit Plans in Agreements of AFL Tobacco Workers—March 1950. 
Free. 

Collective Bargaining Provisions, Health, Insurance, and Pensions—Bulletin No. 
908-17, December 1949 (out of print). 

Benefit Plans in Agreements of AFL Tobacco Workers—Monthly Labor Review, 
October 1949. 

Employee-Benefit Provisions: Selected Excerpts From Collective Bargaining 
Agreements—March 1949 (mimeograph; out of print). 

Employee-Benefit Plans Under Collective Bargaining—Bulletin No. 946, October 
1949 (reprinted (with additional data) from the January, May, and Septem- 
ber 1948 issues of the Monthly Labor Review). Price 20 cents. 

Extent of Insurance and Pensions in Industrial Employment—Monthly Labor 
Review, July 1947. 

Union Health and Welfare Plans—Bulletin No. 900, March 1947. Price 10 cents. 

Health-Benefit Programs Established Through Collective Bargaining—Bulletin 
No. 841, 1945 (out of print). 


Current Bureau of Labor Statistics’ programs providing additional information 
on health, insurance, and pension plans are: 


1. Community wage surveys: Contain data on the prevalence of health, insurance, 
and pension plans in selected labor-market areas 





WELFARE AND PENSION PLANS INVESTIGATION YOY 


2. Wage structure surveys: Contain data on the prevalence of health, insurance, 
and pension plans in selected industries 
3. Wage chronologies: Show changes over time in health, insurance, and pension 
plans of selected companies and associations 
. Current wage developments: Monthly report which lists negotiated changes in 
health, insurance, and pension plans by company. 


~ 


For information on these reports, write to the Bureau of Labor Statistics, 
Washington 25, D. C. 

Items designated as “free” may be obtained from the Bureau of Labor Statistics 
as long as the supply lasts; publications for sale may be obtained from the Super- 
intendent of Documents, Washington 25, D. C., at the indicated price. The 
Monthly Labor Review is for sale by the Superintendent of Documents, Govern- 
ment Printing Office, Washington 25,D.C. Price 55 centsa copy. Copies are also 
available in all libraries which are designated as Government depositories. 

It is estimated that at least 12 million workers are currently covered 
by plans under collective bargaining. During a period of less than 
10 years, the number covered by these programs increased more than 
twentyfold. From slightly more than one-half million in 1945, cover- 
age increased to upwards of 3 million by mid-1948 and to more than 
7.5 million workers by early 1950. By 1954 plans covered in excess of 
11 million workers. “In August 1954, a health and welfare agreement 
covering an estimated 750 000 employees was reached between nonoper- 
ating railroad unions and carriers, which brought it up to 12 million. 

The Bureau of Labor Statistics has utilized these basic industrial 
relations materials for public and Government informational purposes 
in three major ways by: 

(1) Maintaining a file of current agreements and employee-benefit 
plans open to public inspection and inquiry ; 

(2) Preparing reports which reproduc e representative agreement 
provisions or the variety of provisions relating to similar proble ms, or 
— of selected identified agreements or benefit plans; and 

(3) By preparing studies measuring the prevalence and character- 
istics of specific types of agreement and benefit- plan provisions or of 
other aspects of collective bargaining such as multiemployer 
bargaining. 

The studies of agreement provisions, and health, insurance, and 
pension plans are of practical use to companies and unions engaged 
in collective bargaining, to arbitrators and factfinding boards, to 
administrators of. company wage and industrial relations programs, 
und to legislators and Government officials. Persons not directly in- 
volved in collective bargaining or in related administrative functions 
(e. g., teachers and st udents of labor problems, writers for newspapers 
and trade and technical journals, and foreign observers) find ,value 
in the broader aspects of employer- employee relationships revealed 
in these studies. 

Collective- bargaining agreements and related documents also set- 
ting forth the provisions of health, insurance, and pension plans pro- 
vide a valuable source of information on industry wage practices, 
supplementary benefits, job and union security, the timing of wage 
negotiations, the nature of the day-to-day aspects of ‘employer- 
employee and union-management relationships. 

The National Labor Relations Act, as amended by the Labor-Man 
agement Relations Act, also assigns to the Secretary of Labor certain 
responsibilities i in connection with the filing requirements of sections 

(f) and (g) of that act. These subsections provide that any labor 
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organization (and any national or international labor organization 
that the union is affiliated with) which wishes to use the services of 
the National Labor Relations Board must file certain annual registra- 
tion and financial information, in such form as the Secretary of Labor 
may prescribe. 

The Bureau of Labor Standards, through its Division of Union 
Registration, performs the functions placed upon the Secretary by 
sections 9 (f) and (g). The registration information required in- 
cludes the name and address of the organization filing, the name of 
the parent union or international union, the names, title, salary and 
allowances of the three princ ipal officers and other officers or agents 
whose compensation exceeded $5,000 the preceding year, manner of 
selection of officers, amount of initiation fee and dues. 

The union must also submit annually a financial statement showing 
receipts and sources of such receipts, disbursements, including pur- 
poses for which made, a total assets and total liabilities at the end 
of the preceding fiscal year. The union must also submit a copy of 
its constitution and a when it makes its initial registration. 
Such copy must be submitted with subsequent filing, if the constitu- 
tion or bylaws have been amended. The union is required to indicate 
which sections of its constitution and bylaws show the procedure 
followed with respect to specific items. These items relate to matters 
such as qualifications for or restrictions on membership, levying of 
assessments, authorization for strikes, authorization for disbursements 
of union funds, audit of union financial transactions, participation in 
insurance and other benefit plans. 

The Bureau of Labor Standards receives the registration and finan- 
cial reports submitted by the unions. It examines these reports and 
where necessary requests the union to submit additional information. 
When registration and filing is complete, the Bureau issues the union 
a registration card, in duplicate. The union, by submitting the dupli- 
cate registration card to the National Labor Relations Board, is able 
to prove that it has met the Department's registration and filing re- 
quirements under sections 9 (f) and (g). 

At the present time, 37,040 unions have filed with the Bureau of 
Labor Standards under sections 9 (f) and (g). This includes local, 
international, national, and independent unions. According to the 
Bureau of Labor Statistics Bulletin 1127 (1953) ), it is estimated that 
there are 75,000 locals affiliated with national and international] 
unions. There are 215 American Federation of Labor, Congress of 
Industrial Organizations, and independent national and international 
unions. With few exceptions, all national and international unions 
are registered at the present time. Many locals, however, which have 
had no reason to use the services of the National Labor Relations 
Board, have not filed. 

The legislative history of sections 9 (f) and (g) indicates that it 
was the intent of Congress that this information not be made public. 
Under regulations of the Department, the information is available 
only to the following: 

Members of a particular labor organization or of the national 
or international labor organization of which it is an affiliate or con- 
stituent unit, but only with respect to information filed for such 
organizations ; 
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2, National Labor Relations Board or courts in proceedings under 

the Labor Management Relations Act, and 
Members of Congress, through the Senate Committee on Labor 
and Public Welfare or the House Committee on Education and Labor. 

Senator Dove as. Have you published any bulletins summarizing 
the registration and financial reports 4 

Mr. Cuacve. No, there have been no publications. 

Other activities of the Department of Labor, under certain statutes 
administered by it, may raise questions in this overall field. One is 
the application of section 7 (d) (4) of the Fair Labor Standards Act, 
which excludes from the regular rate of wage, contributions irrevo 

cably made by an employer to a trustee or third person pursuant to a 
aid a fide retirement, life, accident, health insurance, or similar bene- 
fit plan. The Department has issued interpretations respecting em- 
ployer contributions to benefit plans under this act. Other questions 
may arise under the prevailing wage predetermination provisions of 
the Davis-Bacon Act and related statutes and also the Copeland Anti- 
Kickback Act, where deductions are made from employees’ wages for 
payment to plans of this type. 

T should also point out that the Department of Labor cooperates 
with other Government agencies in administrative matters and in 
research studies. The Wage and Hour Division considers as meeting 
the conditions specified in its interpretations under section 7 (d) (4) 
of the Fair Labor Standards Act any benefit plan or trust which has 
been approved by the Internal Revenue Service as satisfying the 
requirements of the Internal Revenue Code. 

The Bureau of Labor Standards, in its administration of union 
registration, has cooperated fully with the National Labor Relations 
Board. The Bureau of Labor Statistics has cooperated with agencies 
in the Department of Health, Education, and Welfare in the conduct 
of studies in the field of health, insurance, and pensions. While, at 
present, there are no joint studies being made, informal exchange of 
information dealing with this subject field continues. 

When President Eisenhower sent his message to Congress in Janu- 
ary 1954, transmitting his legislative recommendations affecting labor- 
management relations, the Department of Labor was already engaged 
in studies of health, insurance, and pension plans under collective bar- 
gaining as well as analyses of benefit programs. 

A press release providing overall data on such plans was issued in 
December 1954 and was used in the Senate committee report. A digest 
of 100 selected health and insurance programs has recently been com- 
pleted and is now at the Government Printing Office. Special studies 
on various types of health and insurance benefits are underway. See- 
retary Mitchell also appointed a committee within the Department of 
Labor to keep him advised on problems and developments. 

Our studies in the Bureau of Labor Statistics have shown us that 
there are many complex problems in attempting to deal with pension, 
health, and welfare plans. The following list will show the wide 
v re of problems which must be faced: 

The distinction bet ween long-range pension plans on the one hand 
and short-range health and w elfare plans on the other. 

The wide range of size and scope among the plans, from large 
aie ywide interstate plans to small local plans. 
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3. Employer-administered plans (or, conversely, union-adminis- 
tered) as contrasted with some form of joint administration. 

4. Plans with a stipulated level of benefits, or those requiring fixed 
contributions, such as cents per hour or percent of payroll. 

5. The prospects for effective self-policing by the parties. 

6. Simple disclosure as contrasted with regulation, including the 
adoption of specific standards. 

7. Suitable methods of enforcement. 

The investigations of the past several years have been focused on 
the problems of fraud, abuses, and maladministration in these plans. 
There is a need to check these abuses. However, we must keep in mind 
the tremendous importance of these plans to the health and well- 
being of millions of wage earners and their families. The rapid 
growth during the past 10 years has been a vital factor in industrial 
relations. The new areas of labor-management cooperation have been 
created, and many benefits have accrued both to labor and to manage- 
ment. 

Senator Doveias. Thank you very much, Mr. Clague. Has the De- 
partment come to any tentative conclusions about problems 5, 6, and 7, 
namely, possibility of effective self-policing by the parties, simple dis- 
closure as compared with the requirement of specific acon to be 
followed ? 

Mr. Cracur. No, Mr. Chairman. The Department as such has not 
come to any specific conclusions on these points. We have been study- 
ing all of them. We have looked into, for instance, the steps which 
the unions have taken with respect to self-policing and do consider 
that this is one of the effective ways of taking care of a great many of 
the problems. What we don’t know is whether self-policing will be 
able to handle them all. 

On question 4, the stipulated level of benefits as contrasted with fixed 
contributions, in some of our discussions with employers they have 
stressed the fact that when they have a fixed level of benefits for which 
they are financially responsible, and in which the costs come out of 
their own pockets, they have plenty of incentive to take care of the 
money, so that the problems arise in other areas. 

On the matter of disclosure, as compared to regulation 

Senator Doveias. Have you had any expressions from the unions 
on that point, as to which they prefer ? 

Mr. Cracuer. No; the unions are divided, also. Some unions prefer 
employer-administered plans, and in general are glad to leave the prob- 
lem of administration with the employer. On the other hand, there 
are some unions, I believe, that feel equally strongly about the cents 
per hour, about having a fund of a certain amount put aside, and 
made available on a basis in which they participate in the admin- 
istration. 

I might add one point, too. Some employers also seem to favor that 
type of plan. They would rather know definitely what their cost is, 
and would really prefer to turn a fixed amount over, rather than to 
have benefit payments of which they don’t know the final cost. 

Senator Dove.as. Is it your feeling that such questions as that 
should be left to collective bargaining, or voluntary determination by 
the parties, rather than legislation ? 

Mr. Ciacur. Yes; on that specific question, Mr. Chairman, it seems 
to me that the parties can operate either way. We don’t know—well, 
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to put it the other way around—there are undoubtedly many plans 
that are well administered under both types. It seems to me until the 
Government knows what it wants to do, it should not get into that area. 

Senator Dovcias. Have you reached any conclusions about effective 
methods of disclosure, and what the content of disclosure should be ¢ 

Mr. Ciacur. We got from the Internal Revenue the questions that 
they ask and undoubtedly those represent some of the questions that 
will need to be asked. It is a question of whether their list goes far 
enough. Some of the problems arise in the field of administration, as 
such. How the plan is administered, and what it costs, are two factors. 

Senator Doveias. Were you here this morning when the repre 
sentatives of the Internal Revenue Service testified / 

Mr. Ciacur. No; I was not. 

Senator Doveras. It was Senator Allott’s statement, in which I 
joined, that their form was not precise enough in pointing the way 
toward the detection of possible abuses. That was item 10, salaries 
paid, and so forth, but it does not seem to me that in its present form 
it discloses enough information so one could tell whether or not fraud 
has been committed. 

Mr. Cuiacur. That is right; I would agree with that. You would 
have to go further than they go. There is also the question of whether 
one shouldn’t look into what makes a good plan operate; in other 
words, what are the factors that make for successful operation of the 
plans. 

Senator Doveras. Do you feel that the statements which were 
posted, either in union halls, or in shops, are made available to general 
inspection ? 

Mr. Ciacur. You mean the kind of statement coming to Internal 
Revenue, or a statement concerning 

Senator Dovetas. Yes. 

Mr. Criacur. Yes; the better plans all provide publicity of some 
sort. Of course, I had better say that I don’t know what all those 
different plans contain. Some items of information, such as salaries 
of officers, might not be posted, but such items as the amount of income 
the fund received, the benefits paid, and other things of that sort would 
be needed on a comprehensive list. We haven't a finally devised com- 
prehensive list at all, that is, one that we feel certain about. 

Senator Doveras. I may say I hope you return to your old job as 
Commissioner of Labor Statistics, and when you do, and I confidently 
believe you will, I wish you would assign a man to work on this 
problem of disclosure. 

Mr. Cracuer. I will do so. 

Senator Doveras. Because I think it is crucially important. 

Mr. Cracue. By “disclosure” you mean as contrasted with the regis- 
tration, the setting of standards and trying to apply regulation? 

Senator Dovetas. That is right. Both the content of a disclosure 
provision, and also the methods of enabling people to understand and 
know what the facts are. 

Mr. Cracur. Yes. 

Senator Doveras. Testimony this morning was that the forms 
which were on deposit in the regional offices of the Internal Revenue 
Service were almost never consulted, as I would expect they world 
not. be. 
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Mr. Cotter, do you aa any questions ¢ 
Mr. Correr. No, si 

Senator Dovuetas. Thank you very much, Mr. Clague. 

Representatives of Health, Education, and Welfare. We addressed 
a letter to the Department. Mr. Schottland ¢ 

Mr. ScHorrLanp. Yes. 

Senator Doveias. I am very glad to have you here. I wonder if 
you would wish to make a statement, and take up these seven ques- 
tions about which I[ asked for information ? 

Mr. ScnorrLanp. Yes, Senator, I would be very happy to. I think 
most of the questions will be answered in the course of my prepared 
statement, and those that are not I would be very happy to discuss. 


STATEMENT OF CHARLES I. SCHOTTLAND, COMMISSIONER OF 
SOCIAL SECURITY, DEPARTMENT OF HEALTH, EDUCATION, AND 
WELFARE, ACCOMPANIED BY ROBERT J. MYERS, CHIEF 
ACTUARY; AND WILBUR J. COHEN, DIRECTOR OF THE DIVISION 
OF RESEARCH AND STATISTICS, SOCIAL SECURITY ADMINISTRA- 
TION 


Mr, Scnorr.anp. Accompanying me are Robert J. Myers, our chief 
actuary, and Wilbur J. Cohen, Director of Research and Statistics 
of the Social Security Administration. 

Senator Doverias. Off the record. 

(Discussion off the record.) 

Senator Doveras. On the record. 

Mr. Scuorrianp. Section 702 of the Social Security Act places upon 
the Secretary of Health, Education, and Welfare the duty of studying 
and making recommendations as to the most effective methods of pro- 
viding economic security through social insurance, and as to legisla- 
tion and matters of administrative policy concerning old-age pensions, 
unemployment compensation, accident compensation, and related 
subjects. 

Under the above mandate, which was included in the original 1935 
law, the Social Security Administration has been studying the devel- 
opment and characteristics of voluntary health, disability, death- 
benefit, and old-age retirement, and related programs as a part of its 
responsibility for continuing review and evaluation of private and 
public social-security programs, and for overall studies and analyses 
relating to economic security in relation to changes in our dynamic 
and growing national economy. 

Our studies are directed to (1) the relationship of these voluntary 
programs to the OASI program and the public assistance programs; 

(2) the relation of the voluntary programs to the expressed objective 
of the administration in improving and extending voluntary health 
insurance plans; and (3) the ec onomic, financial, and administrative 
aspects of all types of economic security, public and private. The 
Social Security Administration has an interest in all forms of vol- 
untary insurance and of employee-benefit plans. Our interest en- 
compasses insurance underwritten by nonprofit carriers, commercial 
insurance carriers, community groups, and self-insurers. Our in- 
terest includes employee-benefit plans under collective bargaining 
agreements, as well as those sponsored by employers and by employ ee- 
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benefit associations. In other words, in carrying out its responsibil) 
ties under the Social Security Act, the Social Security Administra 
tion is concerned with arrangements covering all types of risks and 
affecting all segments of the population. 

Asa “part of its regular program, the Social Security Adminis 
tration prepares annual studies of the extent and characteristics of 
voluntary insurance against sickness; of workmen’s compensation 
payments in the United States: and of coverage, reserves, contribu- 
tions, and benefits under private pension plans. We make periodic 
surveys and publish reports on the scope and characteristics of in- 
dependent plans providing hospitalization and medical care insur 
ance; of grcup annuities; of various actuarial aspects of group 
insurance and pension plans; and of the eccnomic resources of OASI 
beneficiaries, including their protection through private pension and 
hospitalization insurance. Many of these studies are published in 
the Social Security Bulletin and in special reports and monographs. 

Because of the important role employee-benefit plans play in the 
economic security of individuals, the family, and the community as 
a whole, the Social Security Administration has, for many years, 
studied their development closely. We have made specific surveys 
of employee-benefit plans in selected industries such as steel, petro- 
leum refining, airframe, and gas and electric utilities. We have 
prepared reports on such subjects as the part that unions have played 
in the development of independent plans for hospitalization and med 
ical insurance and the relation of benefits under private industrial 
pension plans to benefits under the OASI program. 

We are now completing the preparation of four detailed reports 
bringing together the results of the most recent studies on the de 
velopment, scope, characteristics, trends, and financial aspects of 
voluntary group insurance and pension arrangements. Because of 
its importance, special attention has been given to the impact of 
collective bargaining in this area. Copies of preliminary drafts of 
these four reports have been submitted to the director of research 
of your subcommittee. 

We have made a continuing survey and analysis of group annuity 
plans, both as to their general aspects and in particular as to how 
these plans are integrated or otherwise related to the OAST program. 
Not only are these plans analyzed, but also study is given to the 
dev eloping trends as legislative changes in the OASI program occur. 
A report is now in progress, to be ‘issued shortly, on the revisions 
made in group annuities subsequent to the 1950 amendments to the 
Social Security Act. 

There are, however, many gaps in the information available in this 
field. While many Government agencies and private research groups 
have made and are making studies of health, welfare, and pension 
plans, these data are fragmentary, noncomparable, and are limited by 
the particular interests and resources of the organizations making the 
studies. For instance, there is available a good deal more information 
on insured pension plans than on other types of pension plans. 

Senator Doveras. You mean by insured pension plans, exactly 
what? 

Mr. Scnorrianp. Pension plans worked out and carried by insur- 
ance companies, 
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Senator Doveias. By insurance companies, not pension plans ad- 
ministered by banks? 

Mr. Scnorrtanp. No. In our studies, for example, we have esti- 
mated that the reserves accumulated under private retirement pro- 
grams (excluding deferred profit-sharing plans) are approximately 
$20 billion, that these programs cover approximately 13 million work- 
ers, and that contributions made under them in 1954 were approxi- 
mately $3 billion. But among the things we do not know are how these 
figures are divided as between union-administered plans, joint em- 
ployer-union plans, and employer-administered plans. Limitations of 
available data have precluded the preparation of such breakdowns, 
although we have tried to develop iooan on several occasions. 

Senator Dove as. Have you any rough estimates at all? 

Mr. Scuorrianp. I don’t think we have. I think our people have 
felt that rough estimates would be so rough they hardly want to give 
them; isn’t that correct ? 

Mr. Conen. We have estimates, Senator, for particular plans, but 
not for the total. It is possible to find information for a large number 
of plans, and very important ones, but not for the total as a whole. 

Senator Doveias. Have you lists of plans under each one of these 
three headings? 

Mr. ConeEn. Yes, sir. 

Senator Dovenias. Mr. Reed, I wish you would come up and sit at 
the table here. Could you submit lists for each of these three types? 
Do we have the basic statistics on each type? 

Mr. Reep. Lists of plans of each type? 

Senator Dovenas. Yes. 

Mr. Counren. We have submitted to Dr. Reed illustrations of each 
type in chart form. 

Senator Doveras. I wonder if we couldn’t list as many union- 
administered plans as possible, as many employer-administered plans 
as possible, and as many jointly administered plans as possible, and 
then get the totals under each for the figures that you have? 

Mr. Conen. For those that are available, that would be possible. 

Senator Dovetas. I wish that would be done. 


Note.—The staff subsequently reported that no reliable estimates of the num- 
ber of multiemployer, jointly managed funds are available. The Office of the 
Chief Actuary, Social Security Administration, has submitted a list of some 220 
noninsured multiemployer plans covering approximately 2,150,000 workers. It 
has no means of knowing what proportion of all noninsured multiemployer plans 
this represents though it is believed that it represents the great majority of all 
such plans. 

As indicated in the table below, there are believed to be in excess of 19,280 
pension plans covering 12,500,000 persons. Except for the something over 200 
multiemployer jointly managed funds, all of these are single employer plans 
administered by the employer with perhaps, in some cases, some participation in 
administration by the union. 

Below are estimates submitted by the staff of the number of private pension 
plans, number of persons covered, employer and employee contributions and 
reserves, by insured and noninsured plans as of the end of 1954: 
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Insured N oninsured All 

Number of plans . 17, 280 2, 000-+ 19, 280-4 
Number of persons covered - _ __- ; 3, 915, 000 8, 585, 000 12, 500, 000 
Contributions: 

Total. --- : $1, 325, 000, 000 $1, 675, 000, 000 $3, 000, 000, 000 

Employer__.___. ; (*) (") 2, 600, 000, 000 

Employee-__- ; 3) $400, 000, 000 
Reserves... ..- s $9, 800, 000, 000 $10, 500, 000, 000 $20, 300, 000, 000 


1 Not available, 


Mr. Correr. You don’t have the percentage at present ? 

Mr. Couen. No; that is what we don’t know. 

Mr. Scuorrianp. We do have a great deal of data of importance on 
beneficiaries, for example, you may wish to insert in the record. We 
estimate as of the end of 1954 there were 800,000 retired workers of 
all ages receiving pensions from private plans or, including wives, a 
total of 1,200 000 persons receiving pensions for themselves and 
wives; that 620,000 of those receiving pensions from private plans 
were also receiving OASI; and that 800,000 retired workers and wives 
were receiving duplicate payments, that is, pensions and OAST pay- 
ments. 

Senator Doueias. How many are receiving OASI payments now ¢ 

Mr. Scuorr.tanp. At the present time we have 714 million. That 
is both aged and survivors. 

In our studies of voluntary sickness insurance which show the 
trend in insurance protection since 1948, we estimate that the pre- 
miums for voluntary insurance against the cost of hospitalization 
and medical care, in 1953, totaled $2. 4 billion, but we do not know how 
much of this was paid by employers and how much by employees 

Senator Doueas. This would include Blue Cross and Blue Shield? 

Mr. ScHorrianp. Yes, sir. Studies by other Government agencies 
and private research groups generally deal with certain facets or 
specific problems, or with a segment of the economy. In our attempt 
to obtain a comprehensive picture of the entire situation we make 
use of the findings of all available studies. 

In our studies of health plans we cooperate closely with the Divi- 
sion of Public Health Methods of the Public Health Service. The 
Public Health Service has published material on the overall subject 
such as Management and Union Health and Medical Programs (June 
1953), a copy ‘of which I believe has been furnished to the committee. 

To obtain a better understanding of the extent and characteristics 
of private plans and their relationships to the Government’s social- 
security programs, the Social Security Administration has, for some 
time, felt the need of a comprehensive survey of employee-benefit 
plans. The object of such a survey would be to present a complete 
picture of the scope and characteristics of such plans and to establish 
benchmark data to which later studies can be related, and from which 
future projections can be made. Such a survey could cover such ben- 
efits as pensions for age and disability, death benefits, ¢ sash benefits 
for loss of income as a result of sickness, and insurance against the 
cost of hospitalization and medical care. It could include all types of 
arrangements whether sponsored by employers unilaterally, by trade 
unions, jointly by management and labor, or otherwise. It could in- 
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clude plans underwritten by commercial insurance carriers, nonprofit 
organizations, and self- insured plans; and administered by employers, 
trade unions, corporate trustees, or joint management- labor groups. 
The survey could be based on a nationwide sample drawn from the 
employer files of the Bureau of Old-Age and Survivors Insurance. 

The Social Security Administration has been exploring alternative 
proposals for such a survey. In our planning for such a survey we 
are considering utilizing the field staff of the Bureau of Old-Age and 

Survivors Insurance. This would be the first nationwide survey of 
all types of plans. For the first time there would be a basis for study- 
ing such factors as the type, incidence, and characteristics of employee- 
benefit plans in the United States; the number of employees covered 
for each of various types of benefits; the amount of employer and 
employee contributions; the amount and types of benefits paid: the 
extent to which dependents of employees are also covered ; and the pro- 
tection afforded retired workers. Such a study could yield valuable 
data on such aspects as the methods of funding, underwriting, and 
administering plans. 

The data developed by such a study would not only furnish a reasov- 
ably complete picture of voluntary employee-benefit plans during the 
period covered by the survey but would also provide a starting- off 
point for studies of trends and for future estimates. No final decision 
has been reached on the feasibility, scope, or timing of such a survey. 
Staffing and cost factors will need to be given c: areful consideration. 

Senator Doveias. Forgive a cynical question: Do I understand this 
is sort of a preliminary buildup for a later request for an appro- 
priation ? 

Mr. Scnorrianp. I would not be hesitant to make it such, Senator. 
However, it really is not. This may very well be something we could 
do without much by way of an additional appropriation. 

Senator Doveras. I notice the cautious way in which the depart- 
ments send their scouts out in advance and then start their artillery 
barrage and then finally bring up the shock troops. 

Mr. Scnorranp. We would have no hesitation in being noncau- 
tious, and being very blunt about it, if we were preparing to make a 
proposal. 

Senator Doveras. I am sure you would not. 

Mr. Scnorrtanp. Your committee may also be interested in the fact 
that the Social Security Administration has regularly tabulated sta- 
tistics on the number of workers and amount of armings in employ- 
ment covered by the old-age and survivors insurance program. These 
statistics are needed for both administrative and program-planning 
purposes. They are derived as a byproduct of the earnings records 
operations that are made necessary by the statutory provisions under 
which eligibility for benefits and benefit amount are related to the 
worker’s employment history and lifetime earnings. Because they 
provide information on workers classified by industry group, as well 
as by age and sex, these statistics have been useful also to emplover 
and labor organizations in developing private employer benefit plans. 
The Bureau of Old Age and Survivors Insurance has responded to 

requests by such organizations for statistics from its regular tabula- 
tions. Aware of the: applications of these data in the pension program 
field, we have published industry statistics in the Social Security 
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Bulletin and in an annual handbook of old-age and survivors insurance 
statistics. 

Over and above its regularly tabulated data, the Bureau has pre- 
pared special tabulations that have been requested specifically for use 
in connection with employee benefit plans in the steel, automobile, 
and hosiery industries. These tabull ations, which ordinarily the 
Bureau would not have made for its own use, have been produced on 
i reimbursable basis as authorized by section 1106 (b) of the Social 
Secrity Act, enacted in 1950. 

I am submitting a list of studies prepared by the Social Security 
Administration, as well as a chart occ the major provisions of 
selected comprehensive health plans in which organized labor p: irtici- 
pates. This is 1 of 5 charts showing the principal provisions in 
selected employee benefit plans that we “have rece ntly sent, on request, 
to the director of research of your sube ene 

(The list and chart referred to follow : 


STUDIES OF THE SocraAL Securiry ADMINISTRATION RELATING TO VOLUNTARY 
HEALTH, WELFARE AND PENSION PLANS (AS OF JULY 1955) 


Self-Insured Health Plans Sponsored by Unions, Research and Statistics Note 
No. 19, May 11, 1955. 

Independent Plans Providing Medical Care and Hospitalization Insurance 
1954 Survey, Social Security Bulletin, April 1955. 

Voluntary Insurance Against Sickness: Annual Estimates of the Extent and 
Cost Met, Social Security Bulletin, December 1054. 

Independent Plans Providing .Medieal Care and Hospitalization Insurance in 
1949 in the United States, 1950 Survey, Division of Research and Statistics 
Bureau Memorandum No. T2. 

Workmen's Compensation: Measnres of Accomplishment, Social Security Bul 
letin, March 154. 

benefits Under Private Retirement Plans in Relation to Old-Age and Survivors 
Insurance, Research and Statistics Note No. 20, June 1955. 

Employee Benefit Plans in the Electric and Gas Utility Industries (1952), Di 
Vision of Research and Statistics, Bureau Memorandum No. 73. 

19 Employee Benefit Plans in the Airframe Industry (1951), Division of Re- 
search and Statistics, Bureau Memorandum No. 71. 

73 Employee Benefit Plans in the Petroleum Refining Industry (1951), Division 
of Research and Statistics, Bureau Memorandum No, 70. 

»0 Employee Benefit Plans in the Basic Steel Industry (1947), Division of Re 
search and Statistics, Bureau Memorandum No. 65. 

Analysis of 157 Group Annuity Plans Subsequent to the Social Security Amend 
ments of 1950 (now nearing completion), Actuarial Study No. 43. 

Analysis of 346 Group Annuities Underwritten in 1946-50 (1952), Actuarial 
Study No. 32. 

Analysis of Recent Group Annuities, Supplementing Retirement Benefits Under 
MASI (1948), Actuarial Study No. 25, 

Why Do Beneficiaries Retire?) Who Among Them Return to Work? Social Se- 
curity Bulletin, May 1955. 

Voluntary Health Insurance Coverage of Aged Beneficiaries, Social Security 
Bulletin, August 1954. 

Old-Age and Survivors Insurance Beneficiaries: Income 1951, Social Security 
Bulletin, June 1953. 

Resources of Aged Insurance Beneficiaries: 1951 Survey, Social Security Bul- 
letin, August 1952. 

Mr. Scnorrianp. The results of our studies are used not only with- 
in the Department of Health, Education, and Welfare, but by many 
governmental agencies and other interested groups; for instance, the 
Department of Cc ommerce in its compilation of national income sta- 
tistics, and the Health Insurance Council in its annual survey of : 
cident and health coverage in the United States. Obviously, anaes 
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there is still a great deal of work to be done in order for Congress, 
the executive branch, and nongovernmental agencies to be able to 
assess currently the full impact of such plans on our economy. 

I believe, Senator, that that answers most of the questions which 
you asked in your letter, except one in relation to the administrative 
“ost of administering the old-age and survivors insurance program. 
For the calendar year 1954 our actual administrative costs were 1.5 
percent of the contributions or collections. 

Senator Doveias. What about benefits—percentage of benefits‘ [ 
always notice you folks like to state your administrative costs in 
terms of contributions. Since the contributions exceed the benefits, 
the administrative costs are much higher as a percentage of bene- 
fits. What are administrative costs in terms of benefits ‘ 

Mr. Scuorrianp. For the calendar year 1954 our administrative 
costs in terms of benefits were 2.5 percent. For the year 1955, how- 
ever, with a different relationship between benefits and contributions, 
our estimates are that our administrative costs will be 1.8 percent of 
contributions and 2 percent of benefit payments. This includes the 
costs of the Treasury Department as well as the Department of 
Health, Education, and Welfare. 

Mr. Correr. Both years include the expenses of the Treasury De- 
partment for collection of the taxes‘ 

Mr. Scuorrtanp. Yes, that is right. The following table gives the 
information for the years 1940-54 : 


Administrative erpenses of the old-age and survivors insurance program in 
relation to contribution income, benefit payments, and taxable payroll, 
1940-54 


} Administrative expenses | Administrative expenses 
} 
} 





| 
| As percent of— . 
‘alen- | C m- | | 
ale = Waied Rh 0) Eee eS i: alen ry) ae 7s. ae oe 
dar year | smount || | dar year — 


| | amount ! | 
} (in mil- | Ceatri- | Benefit 


As percent of 








; - | | 
: + Taxable || (in mil- | Contri- | Benefit | Taxable 
lions) butions ! Jaa 1 | payroll | lions) | butions ! aks , | payroll 
. ished enscleniaainen ——|\— I ha eon 

1940... .| $26 | 4.1 | 74.3 | 0.08 || 1948. $51 | 3.0 9.2 | 0.06 
1941__---| 26 | 3.3 | 29.5 | -06 || 1949. 54 | 3.2 8.1 | 07 
1942. } 28 | 2.8 | 21.4 05 || 1950_ 61 2.3 | 6.3 | 07 
1943__---| 29 | 2.3 | 17.5 05 || 1951. ---- 81 2.4 4.3 | 07 
1944. 29 | 2.2 | 13.9 | . 04 || 1952. : 88 2.3 | 4.0 7 
1945_ 30 | 2.3 | 10.9 | .05 || 1953. RS 2.2 2.9 06 
1946... -| 40 | 3.1 | 10. 6 | 06 || 1954_---. 92 1.8 | 2.5 | 07 
1947. ---| 46 3.0 9.9 | .06 || 








a 


! Based on trust fund transactions as reported in the Daily Statement of the U.S. Treasury. 


Senator Douglas. Thank you very much. 

In the memorandum on Self-Insured Health Plans Sponsored by 
Unions, which you submitted, I notice in table D total income of ap- 
proximately $77 million—namely, $76.9 million—total expenditures 
of $73.2 million at an administrative cost of $3.1 million. Therefore. 
the administrative costs were approximately 4 percent of onpeee ae 
a little less than that of income. Does this seem to you to be a pretty 
good record—adininistrative costs of only 4 percent 
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(The memorandum referred to follows :) 


SeELF-INSURED HEALTH PLANS SPONSORED RY UNIONS * 


United States Department of Health, Education, and Welfare, Social Security 
Administration, Division of Research and Statistics, Note 19, May 11, 1955 


There were 73 self-insured health plans operated by trade unions among the 
309 plans included in the survey of independent hospitalization and medical care 
plans made by the Division of Research and Statistics in 1954. (See Sociab 
Security Bulletin, April 1955.) The membership of 2.8 million persons in these 
union plans made up nearly 30 percent of the entire enrollment eligible for one 
or more benefits in all the independent plans surveyed. This figure of 2.8 
million does not include the members of the railway hospital plans, many of 
which are sponsored jointly by employers and employees, the latter through their 
railway brotherhoods. Nor does it include the enrollment in several private 
group clinics controlled by physician groups but restricting their prepaid patients 
to union groups. 

Fifty of the seventy-three union-sponsored plans included in the study were 
established since 1949. The development of plans providing hospitalization and 
medical care benefits under union auspices has thus been so rapid in recent 
years that few facts have been collected which permit assessment of the signi- 
ficance of the development. The survey has therefore been valuable in pro- 
viding information which conveys some idea of the direction in which collective 
bargaining may be expected to move in the years ahead. 

The survey indicated that many of the union plans, and particularly those 
recently established, were formed with one or more of the following purposes 
in mind: 


(1) To provide service instead of cash indemnity benefits 

(2) To fill in the gaps in existing insurance protection of the union 
membership in order to make their total protection more nearly compre- 
hensive 

(3) To enable the union to have a more effective voice in the economical 
and sound administration of its health insurance 

(4) To match or exceed the scope of benefits other unions have obtained 
for members 

(5) To obtain, through self-insurance more benefits for a given contribu- 
tion. 


In addition, the survey shows several distinct trends. These include: im- 
provement of existing benefit provisions; gradual extension of benefits to de- 
pendents; and, perhaps most noteworthy of all (since the trends just mentioned 
are also seen in other forms of health insurance), the establishment of prepaid 
diagnostic and dental facilities. 

The survey findings in regard to the 78 union plans are summarized in the 
attached tables. Table A shows that hospitalization and surgical benefits are 
provided more often than medical or diagnostic benefits, and usually furnished 
on a cash indemnity basis. The medical and diagnostic benefits, however, are 
generally on a service basis, and made available through a health center. Dental 
benefits are also generally provided in connection with the operation of a health 
center. 

The membership eligible for each of the 5 types of benefits, either in the form 
of a cash indemnity or as a service is shown in table B. This table brings out 
the extent of provision of service benefits, especially in the fields of medical and 
diagnostic services. Note that practically the entire membership in plans with 
group practice is eligible for diagnostic benefits and that in these plans much 
smaller proportions are eligible for hospitalization and surgical insurance. This 
arises because many of the group practice plans were designed to supplement 
the already available conventional forms of insurance with diagnostic services 
at a clinic; these plans themselves do not provide hospitalization and surgical 
benefits. Plans which do not have group practice clinies, on the other hand. 
coneentrate on providing hospitalization and surgical coverage on a self-insured 
basis. Some plans, of course, do both. The next table (table C) provides some 
of this detail. 





1Prepared by Mrs. Agnes W. Brewster, Medical Economist, Dtvision of Research and 
Statistics. 
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Table C shows the extent to which, in these plans, various medical benefits are 
coupled with (1) hospitalization and (2) diagnostic services. Of necessity the 
data relate to the entire membership in the plan, whether or not everyone is 
actually eligible for some of the benefits. Although over 2 million persons belong 
to plans providing hospitalization benefits, only 27,000 are in plans confining 
their benefits to hospitalization. More than a million persons belong to plans 
offering diagnostic benefits of whom 976,000 receive this benefit (the figure in 
table B). 
While 35 of the plans offer some benefits to dependents, dependents are very 
infrequently covered for diagnostic and dental benefits: 
Dependents as a 
proportion of the total 
enrollment eligible 

for the bene/it 

Any benefit 

Hospitalization 

Surgical 

Medical 

Diagnostic 

Dental 


Self-insured union health plans accounted for a third of the income and ex- 
penditures of all the independent plans in 1953 and about 314 percent of the total 
income and expenditures for all forms of voluntary health insurance in that year. 
Though the proportion is still small, it is nevertheless growing. Table D contains 
the 1953 data for the 73 union plans. 


Taste A.—Distribution of 73 self-insured union health plans by method of 
providing benefits, and by type of benefit, 1954 


eeahil Benefits provided 2 
Method of providing benefits mee — ———__—______— 
benefits ! 


Hospital | Surgical | Medical | Diagnostic} Dental 


Total plans. ces eee 7 73 7 73 73 | 


Plan does not provide designated benefit a 17 f 33 | 
Plan provides designated benefit _-_- 3 5 40 
As cash indemnity 5 50 | 8 | 
Plan only has cash benefits 22 20 ¢ 6 
Some of plan’s benefits are service _| *32 | 29 3 2 
Plan has a health center _- | *24 24 2% 1 
Plan has no health center__ | 8 5 1 
As a service benefit - - icon 51 | 32 
Plan only has service benefits___- 19 
Some of plan’s benefits are cash *32 
Plan has a health center _- 38 
Some benefits are cash __------ *24 
All benefits are service _- ; Ts ce 
Plan has no health center__-. 13 | 7 


16 
25 
13 
12 


WO be Or mI 


1 Column is not additive because figures with asterisks are entered twice. 
? Note that not all of the plans provide all 5 types of benefits and that the same plan may provide 1 benefit 
as cash indemnity and another as service. 
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TABLE B.—Membership in 73 union health plans by type of benefit and 
of group practice for some bencfits 


[In thousands] 


Type of benefit Total ne 


Total entitled to 1 or more 


12, 504 


Hospitalization 2 1,531 | 
Surgical 2, 2% 1, 488 
Medical care... - _- | 7 1, 935 
Diagnostic______-- 915 
Dental So 50) 


PERCENTAGE ELIGIBLE 
Total 100. 0 


Hospitalization____- 80. 6 61,1 
Surgical _ . ini . 80.5 | 59. 4 | 
Medical care. ..._.-- 70.7 | 77.3 
Diagnostic 35.2 | 36.5 
Dental ss . 1.8 2.0 


| 


1 Includes 535,000 persons entitled to service for some of the liste ; and cash indemni 


TABLE C.—Scope of benefits provided by union health plans, 


Membership in thous 


Description of medical benefits 
With host 
talizatior 


Total 


Surgical, maternity, and medical care in hospital, home, 
and clinic or doctor’s office 

Surgical and medical] care in hospital, home, clinic, and 
doctor’s office___ 

Surgical, maternity, and medical care in hospital, clinic, 
and doctor’s office -- ws 

Surgical care in hospital and medical care in clinic or 
doctor’s office 

Medical care in clinic and home 

Medical care in clinic or doctor’s office 

Surgical and medical care in hos”ital only 

Srrgical care in hospital. diagnostic services in clinic__ - 

Surgical care only - 

Diagnostic services in clinic only- 

Host italization the onlv benefit 

Dental care in clinic only--_-- 


4 The data relate to the total memt ershi» in the rans: not all of the met 
benefits described. (See table B for numbers actually eligible for each benefit 
TABLE D.—Income and expenditures of self-insured union health plans, 1953 


{In millions] 
Total income aves 7 __.. $76.9 


Nonearned income : : Dap ake si ; u.1 
Earned income’ 


For hospitalization 2 : 
POP DAVSICINNS GETVICCS. «28 ee 


Pn I So hs Se eens 


For administration 
i nN i ae Sc abil 


For hospitalization 
For physicians eervices._._.................. siicaahaeias 


1Union members’ dues and premium payments and employer contributions. 
62033—56—pt. 3 7 
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A list of the names and addresses of the 73 plans included in the study follows~ 








CALIFORNIA 







ILGWU medical program, San Francisco 

*Los Angeles Union Health Center, ILGWU, Inc., 1130 South Maple Avenue, Los 
Angeles 15; Dr. M. C. Igloe, medical director 

*Long Beach and Orange County Culinary Workers and Bartenders Welfare 

Fund, medical and surgical clinic, 117 West Ninth Street, Los Angeles; Dr. 

M. W. MacDougall, medical director 









DISTRICT OF COLUMBIA 









Washington Area Carpenters Trust Fund, United Brotherhood of Carpenters 
and Joiners of America, dental clinic, local unions Nos. 132, 528, 1078, 1126, 
1590, 1631, 1665, 1694, 714 Fifth Street NW., Washington 

*Health Center of Laborers District Council Trust Funds Nos. 1-5 of the Inter- 

national Hod Carriers, Building and Construction Laborers Union of America, 
714 Fifth Street NW., Washington 
Fund No. 1: Building Construction Supply and Material Yard Laborers 
Local No. 764 
Fund No. 2: Building Laborers Local Union No. 74, Construction and Gen- 
eral Laborers Locals Nos. 801 and 832 
Fund No. 3: Road Highway and Heavy Construction Labor Union Local 
No. 456 
Fund No. 4: Plasters Tenders Local No. 571 
Fund No. 5: Plumbers Laborers Local No. 115 
Painters Trust Fund of Washington, D. C., and Vicinity, local unions Nos. 368, 
797, and 890 of the Brotherhood of Painters, Decorators, and Paperhangers of 
America, 714 Fifth Street NW., Washington 
Iron Workers Trust Fund, Local No. 5—Iron Workers Local No. 5, Interna- 
tional Association of Bridge, Structural and Ornamental Iron Workers, dental 
Clinic, 714 Fifth Street NW., Washington 
Operating Engineers Trust Fund of Washington, D. C., and Vicinity, Interna- 
tional Union of Operating Engineers, locals Nos. 77, 77A, and 77, 714 Fifth 
Street NW., Washington 

United Mine Workers Welfare and Retirement Fund, 907 15th Street NW., Wash- 
ington; Dr. Warren Draper, executive medical director 

National Association of Letter Carrier Hospitalization Plan, 100 Indiana Ave- 
nue NW., Washington 1; James P. Deely, director 












































ILLINOIS | 


*Local 705 Health and Welfare Fund, Chicago Truck Drivers, Chauffeurs, and 
Helpers Union of Chicago and Vicinity, 809 West Madison Street, Chicago 7, 
Ill.; Ed Fenner, executive director 
(ILGWU) Chicago joint board, 15 South Market Street, Chicago 


INDIANA 


Midwest ILGWU Health Fund, members in Indiana, 15 South Market Street, 
Chicago, Ill. 


MASSACHUSETTS 


*ILGWU Fall River Health Center, 304 South Main Street, Fall River; Dr. Sam- 
uel Brown, medical director 

*Union Health Center (ILGWU), 33 Harrison Avenue, Boston 11; Dr. Joseph 
H. Kaplan, medical director 


MICHIGAN 


*Health Institute of the UAW-CIO, 7930 East Jefferson Avenue, Detroit 14; 
Dr. Kenneth E. McIntyre, medical director 
ILGWU Midwest Health Fund, members in Michigan, 15 South Market Street, 
Chicago, Ill. 
National Federation of Post Office Clerks, Post Office Box No. 300, Grand 
Rapids 1; Frank W. Clark, Sr., secretary-treasurer 


Starred plans (*) have a health center or clinic. 





WELFARE AND PENSION PLANS INVESTIGATION Q25 


MINNESOTA 


*Twin Cities Ladies Garment Industry Health Center, 63 South Fourth Street, 
Minneapolis; Dr. Arden Miller, medical director 


MISSOURI 


*ILGWU Health Center, 633 East Armour Boulevard, Kansas City; Dr. Mark M. 
Marks, medical director 

*St. Louis Labor Health Institute, 1127 Pine Street, St. Louis 1; Dr. John O. 
McNeel, medical director 

*ILGWU Garment Industry Medical Center, 4646 Lindell Boulevard, St. Louis 8; 
Dr. Melvin B. Kirstein, medical director 


NEW JERSEY 


*ILGWU Union Health Center, 3 William Street, Newark 2; Dr. Asher Yaguda, 
medical director 


NEW YORK 


United Furniture Workers Insurance Fund, 700 Broadway, New York 3; 
Abraham Zide, director 
*Sidney Hillman Health Center, Inc., 16 East 16th Street, New York 3; Dr. 
Morris Brand, medical director 
Composition Roofers Damp and Waterproof Workers Association, Local No. 8, 
Insurance and Trust Fund, 76 Sixth Avenue, Brooklyn 17; Abraham Goodman, 
auditor 
The 65 Security Plan (Local 65 Storeworkers, Distributing, Processing and 
Office Workers of America), 13 Astor Place, New York (also uses HIP): 
Kenneth Sherbell, administrator 
Bartenders Unions Welfare Trust Fund, Local 15, 30 East 29th Street, New York; 
Louis Bernstein, administrator 
Store Workers Security Plan (Local 65 of Distributive, Processing, and Office 
Workers of America), 13 Astor Place, New York 3; Kenneth Sherbell, 
administrator 
Local 3127, United Brotherhood of Carpenters, Joiners, AFL, 130 West 42d 
Street, New York 36; A. Roberts, administrator 
*New York Hotel Trades Council and Hotel Association Health Center, 501 West 
50th Street, New York 19; Dr. Frank P. Guidotti, medical director 
Paper Box Makers Union Health and Welfare Fund for Local 299, 101 East 
13th Street, New York 3; Dr. Morris R. Rapoport, medical director 
Retail Drug Employees Union, Local 1199—RWDSU-CIO, Local 1199, Security 
Fund, Local 1199; Benefit Plan, Local 1199 Pension Fund, 210 West 50th 
Street, New York 19; William J. Taylor, vice president-director 
Welfare Trust Fund, Local Union No. 27, Paper Products and Miscellaneous, 
Chauffeurs, Warehousemen, and Helpers, 147 Fourth Avenue, New York 3; 
Joseph Parisi, secretary-treasurer 
*Health and Welfare Fund, Retail, Wholesale, and Chain Store Food Employees 
Union, Local 338, CIO, 152 West 42d Street, New York 36; Dr. Manus PE. 
Ornstein, medical director 
*Hebrew Butcher Workers Union, Local 234, Distress, Benefit, and Health Fund, 
37 Union Square West, New York 3 
Hotel and Restaurant Workers and Bartenders International Union, Local 60, 
200 West 24th Street, New York 11; J. Decker, secretary 
*Local 640 Health and Welfare Institute, Amalgamated Meat Cutters and 
Butcher Workmen, A. F. of L., 205 West 14th Street, New York 11; Louis Block, 
administrator 
*Welfare Trust Fund, Local 627, Amalgamated Meat Cutters and Butcher 
Workmen, AFL, 799 Broadway, New York 3; J. Jaffe, general secretary (1950) 
Health and Welfare Fund, Barbers and Beauty Culturists Union, CIO, Local 1, 
1472 Broadway, New York; A. Rosenbaum, secretary-treasurer 
United Hatters, Cap, and Millinery Workers International Union, 245 Fifth 
Avenue, New York 16; A. Mendelowitz, chairman, health fund 
Mason Tenders District Council Welfare Fund, 115 East 17th Street, New York 
*Hotel and Restaurant Employees and Bartenders International Union, Local 
No. 1, Central Medical Office, 25 East 86th Street, New York 28; Dr. David 
Schreiber, medical director 
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Wood, Wire, and Metal Lathers International Union, Local No. 6, 42-25 Francis 
Lewis Boulevard, Bayside; Nathan Wasserman, secretary-treasurer 

ILGWU Welfare and Health Benefits Department, 1710 Broadway, New York 
(national office and scattered membership in New York State) ; Adolph Held, 
director 

Local 563 Retail, Wholesale, and Department Store Employees, CIO, 23 Flat- 
bush Avenue, Brooklyn; G. D. Procopio, manager 

*Hotel and Restaurant Employees and Bartenders International Union, Local 
219, Medical Services, 25 East 86th Street, New York 28; Dr. David Schreiber, 
medical director 

*IBEW Local 3, Joint Industry Board, 130 East 25th Street, New York 10; 
in addition to the Joint Industry Board, there are separate health and wel- 
fare funds as follows: 
1. Employees Retirement Fund of the Electrical Manufacturing Industry 
2. Employees Retirement Fund (Sockets and Cords) 
3. Employees Security Fund of the Electrical Wholesalers Industry 
4. Pension, Hospitalization, and Benefit Plan of the Illumination Products 

Industry 
5. Pension, Hospitalization, and Benefit Plan of the Portable Lamp and 
Shade Industry, 
Jacob Shatz, 136 Liberty Street, New York 

*Union Health Center of the International Ladies Garment Workers Union, 
275 Seventh Avenue, New York 1: Dr. Leo Price, medical director 

Local 1115, Luncheonette Workers CIO, Retail, Wholesale, and Department Store 
Workers, 323 Fourth Avenue, New York; Michael Sachman, secretary 

Pension Committee of the Joint Industry Board of the Electrical Industry, 
Local 3, IREW; business office, 420 Lexington Avenue, New York 17; clinic 
and union headquarters, 130 East 25th Street, New York 10 


OHIO 


*ILGWU Health Center, 3233 Euclid Avenue, Cleveland; Dr. J. P. Eichorn, 
medical director 

Locomotive Engineers Mutual Life & Aecident Insurance Association, 1048 Engi- 
neers Building, Cleveland 14; H. F. Fempy, general secretary-treasurer 


PENNSYLVANIA 


*A. F. of L. Medical Service Plan, Franklin below Thompson, Philadelphia 22; 
Dr. R. Ralph Bresler. medical director 
*(Russelton Building, Inc.), Community Health Center, Post Office Box 344, 
Russelton; Dr. T. A. Ferrier, medical administrator 
*Sidney Hillman Medical Center of the Male Apparel Industry of Philadelphia, 
2116 Chestnut Street, Philadelphia 3; Dr. Joseph A. Langbord, medical direc- 
tor 
*Tri-District Health Center (ILGWU), 37 South Washington Street, Wilkes- 
arre: Dr. Albert R. Feinberg, medical director 
ILGWU Mobile Unit, 125 State Street, Harrisburg; Dr. James Bloom, medical 
director 
International Union of Operating Engineers, Welfare Fund of Eastern Pennsyl- 
vania and Delaware, 121 North Broad Street, Philadelphia 7; P. Ryan, secre- 
tary 
*Union Health Center (ILGWU), 925 Broad Street, Philadelphia; Dr. J. K. 
Jaffe, medical director 
TEXAS 


*ILGWU Health Center, Houston 
*ILGWU Health Center, 523% Ervay Street, Dallas; Dr. Ozro T. Woods, medical 
director 
*ILGWU Health Center, 21444 West Commerce Street, San Antonio; Dr. 
Lawrence M. Shefts, medical director 
UTAH 


*Dragerton Medical Care Plan, Dragerton 


WASHINGTON 


Snohomish County Beneficial Association, Inc., Labor Temple, Everett; Geurge 
E. Holt, manager 
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Not yet in operation at date of survey: 


ILLINOIS 
*Sidney Hillman Health Center of the Chicago Joint Board, ACWA, 333 South 

Ashland Boulevard, Chicago 7; Dr. William S. Hoffman, medical director 
Private group practice clinics devoted exclusively to union members (not in 

cluded in the 73 plans): 

Midtown Medical Center, 1026 Sixth Avenue, New York; Dr. Harold Lefft, 
medical director 

Bridge Clinic, 1106 Summit Street, Seattle 1, Wash.; Dr. Irwin 8S. Neiman, 
medical director 

Golden Clinic and Memorial Hospital Association, Elkins, W. Va.; Dr. B. I. 

Golden, medical director 

Mr. Scnorrianp. Yes; I would think so. It seems to me a pretty 
good record and pretty low. 

Senator Doue.as. So that while there may be abuses amongst those 
who do not report, and while there may be individual cases within 
this total which are not all that they should be, on the whole you think 
they have their administrative costs pretty well down? 

Mr. Scuorr.anp. It would appear so, Senator; yes. 

Senator Dove.ias. Have you been able to get figures on employer 
health plans? 

Mr. Scuorrtanp. We have some in. I don’t know just how exten- 
sive they are. We have some material here which I think we will file 
with your committee on that. 

Senator Doucias. Do you have administrative costs there ¢ 

Mr. Conen. We don’t have the administrative costs, but we do have 
the so-called loss ratios and of course the administrative cost is part 
of the residual figure. For industrial plans in the health field run 
by employers exclusively, the loss ratios were 95.7 percent. 

Senator Dougias. What does that mean ? 

Mr. Conen. That means that almost 96 cents out of every dollar 
were returned to the beneficiaries in benefits. 

Senator Doua.as. 4.3 percent were not ¢ 

Mr. Conen. Were not, which includes administrative costs, plus 
any reserves, if there were any. But of course there are usually very 
little reserves in health plans because you don’t need to have-—— 

Senator Dovue.as. In other words, both the employer plans and 
the union plans seem to have been operating with relatively low 
administrative expenses. 

Mr. Couen. In the health field, I think, Senator, as distinguished 
from the other types of benefits, the administrative costs, generally, 
do seem to be somewhat low because of the fact that they use com- 
munity facilities, there is perhaps less recordkeeping, there is a wider 
knowledge of what is going on in the community, and there is a good 
deal of competition between a lot of different kinds of plans. 

Senator Dovueias. Do both these plans include cash benefits, or 
merely the provision of medical services ? 

Mr. Conen. The ones that you referred to in this earlier study are 
all medical benefits. 

Senator Douetas. Medical benefits ¢ 

Mr. Cowen. Medical benefit plans. 

Senator Dovenas. And the employer plans? 

Mr. Conen. The employer plans here are the medical type. Of 
course, the cash benefit type generally runs higher, because you are 
paying a benefit in relationship to wages and you have got a little 
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bit more administrative responsibility on checking up on individuals, 
so generally under cash benefits I think costs run just a bit higher. 

Senator Doveras. You have no idea how much higher? 

Mr. Conen. Well, for public plans and private plans, I can give 
you those administrative costs; I have those here. 

Senator Doveras. But, incidentally, New York is low? 

Mr. Cowen. Yes, sir. 

Senator Dovucuas. I marvel at the fact very little publicity has been 
given to these four States which pay cash disability benefits. 

Mr. Conen. We have just finished a study on that, Senator, which 
will be available soon, of which this is a part. We will be glad to fur- 
nish it to the committee for the record because, as you know, there is 
very little information available. As a matter of fact, I don’t believe 
these t: ables have ever been made available before. 

Senator Dovucras. They have seen the light of day now. 

(T he study referred to follows:) 


STATE AND FEDERAL TEMPORARY DISABILITY INSURANCE PROVISIONS * 


United States Department of Health, Education, and Welfare, Social Security 
Administration, Division of Research and Statistics, Note 29, Revised 
October 1955 


I. TYPES OF TEMPORARY DISABILITY INSURANCE LAWS 


The temporary disability insurance laws now in operation reflect three different 
approaches to the problem of assuring workers of partial wage-loss compensation 
for limited periods when they are unable to work because of nonoccupational 
illness or injury. 

(a) The Rhode Island law and the Federal program for railroad workers pro- 
vide that all covered employers must insure (just as in unemployment insur- 
ance) through an exclusive, publicly operated, insurance fund into which all 
contributions are deposited and from which all benefits are paid. The programs 
are closely allied with unemployment insurance in that the same groups of 
workers are covered, the same types of qualifying conditions are used, and the 
same wage reports and credits serve as a basis for contributions and benefits. 
No provision is made for private or voluntary cash sickness insurance plans, 
although any covered employer may provide supplemental insurance benefits in 
any manner he chooses. 

(b) The California and New Jersey programs, while also providing for a 
State-operated fund closely integrated with unemployment insurance, permit 
employers to “contract out” of the State fund—by purchasing insurance from 
commercial carriers, by self-insuring, or by negotiating an agreement with a 
union or employee’s association. Until a private plan is approved by the State 
agency as a substitute for the State plan, workers are automatically covered by 
the State temporary disability insurance fund. When workers are covered by a 
private plan, neither they nor their employers are required to contribute to the 
State fund, and no benefits are payable to such employees from the State fund. 
Workers’ premiums under private plans may not be any greater than the con- 
tribution they would otherwise be required to pay to the State fund. 

(c) The New York program which is entirely separate from unemployment 
insurance and administered by the State Workmen’s Compensation Board pro- 
vides for the insuring of the covered wage earner primarily through State- 
approved private plans. No funds are collected by the State Workmen’s Compen- 

sation Board itself for the payment of benefits to workers who become disabled 
while sag ay and no claims from such workers are filed with or paid by the 
board. The New York board administers a special fund, however, to finance 
benefits when disability commences after the fourth week of unemployment 
or when the employer has failed to carry the required insurance. (Under the 
other programs, benefit payments for the disabled unemployed are made from the 
State-operated fund.) 





1Prepared by Alfred M. Skolnik, Division of Research and Statistics. 
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Each New York employer has the responsibility to make his own insurance 
arrangements for the protection of his employees against temporary disability. 
He can purchase a group accident and sickness policy from a private insurance 
company or from the New York State Insurance Fund (which was originally 
established to write workmen’s compensation), he can negotiate an agreement 
with a union or employee's association, or he can adopt an approved plan of 
self-insurance. The New York State Insurance Fund is solely a State-operated 
competitive carrier that writes insurance on a premium-paying basis for those 
who apply, unlike the California and New Jersey State funds, which automa 
tically cover under a payroll tax program those who do not take steps to obtain 
private coverage. Except for the fact that it must accept all risks offered it, the 
State Insurance Fund is treated like any other private insurance compuny, sub 
ject to all the regulatory requirements imposed on private insurance carriers, 
including a premium and franchise tax. 

These three approaches do not exhaust the possible roles that government can 
play in this field. It might be noted that the A. F. of L. and the CIO have endorsed 
a national, publicly operated, system of temporary disability benefits integrated 
with extended total disability benefits under the Federal old-age and survivors 
insurance program such as Congress provided for railroad workers. Other ap- 
proaches include the establishment of a Federal-State system of temporary 
disability insurance, similar to the present Federal-State unemployment insur- 
ance system, with Federal action restricted to providing minimum standards of 
administration and financing. 


II. SIGNIFICANT DIFFERENCES BETWEEN THE CALIFORNIA (CONTRACTING OUT) AND 
NEW YORK (EMPLOYER LIABILITY) TYPE PLANS 


(a) Coverage.—All workers covered by unemployment insurance in California 
(workers in firms with quarterly payrolls of $100 or more), with one exception,” 
are automatically covered by the State temporary disability insurance fund, 
unless and until the employer and a majority of his employees agree to substitute 
an approved private plan for State coverage. In New York, coverage of the 
disability program is more limited than that of unemployment insurance and 
is compulsory only for employers with 4 or more employees in at least 30 days 
in a calendar year. The sole legal responsibility rests on the employer to provide 
disability benefits for his employees. 

(b) Work requirements for eligibility —The State-operated plan in California 
uses the same base-year concept prevailing in its unemployment insurance law 
to determine eligibility for benefits. In order to qualify for disability benefits, 
base-period earnings of $300 are required provided that if more than 75 percent 
of earnings are concentrated in 1 quarter, then base-period wages must also 
total 30 times the weekly benefit amount.’ 

No distinction is made in eligibility between disabilities beginning during 
employment and disabilities beginning during unemployment. 

In ‘New York, the disability law does not use the base-period concept to deter- 
mine the eligibility of claimants under private plans. A worker is covered as 
soon as he has had 4 or more consecutive weeks of covered employment (or 25 
days of regular part-time employment) and this coverage continues for 4 weeks 
after termination of employment. An earnings test is used only to determine 
whether a person who becomes disabled after 4 weeks of unemployment is 
eligible for benefits from the special, State-operated fund for the disabled 
unemployed. 

Private plans in California frequently also do not employ the base-period 
concept to determine if a claimant is an active member of the labor force. 
Instead, private plans either cover workers immediately upon their employ- 
ment or require some probationary period of employment, usually from 1 to 
5 months. During the probationary period, of course, the worker is protected 
by the State plan and is paying contributions to the State. Upon cessation of 
employment for 2 weeks or longer, benefits are paid by the State fund and part 
of the cost is assessed back to voluntary plan carriers. 





#Individuals whose religious tenets prevent them from consulting a physician may on 
request be exempted from contributions and become ineligible for benefits under the disability 
program. The same election is permitted employees in New York. 

8 Effective January 1, 1956, this proviso is not applicable to individuals with base-period 
wages of $750 or more. 
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(c) Benefit provisions.—In California (and also in New Jersey), weekly rates 
and duration of benefits under private plans must be such that no covered 
individual will receive less than the rate and duration of benefit he would have 
received under the State plan.* 

In New York, adherence to a statutory formula is not required, as long as the 
benefits provided by private plans are “actuarially equivalent” to the statutory 
formula. Some features of a private plan can be less favorable than the 
standards of the State if other features are more favorable. Thus, weekly bene- 
fits may be less than 50 percent of wages if the plan of insurance includes a 
shorter waiting period or a longer duration period than the State specifications. 
Moreover, private plans are permitted to substitute medical, hospital, and 
surgical care benefits for cash sickness benefits up to 40 percent of the statutory 
scale of benefits. The California program provides hospital benefits in addition 
to weekly cash benefits of $10 a day for 12 days in a benefit period. 

In many cases benefits under the private plans exceed the benefits payable 
under the State laws. 

In California, disability benefit amounts under the State-operated plan are 
computed similarly to the unemployment insurance benefit formula, based on 
a fraction of the highest quarterly wages received in the base-period within 
specified limits. In New York disability benefits are computed by a formula 
different from that for unemployment insurance benefits and consist of one-half 
the average weekly wage during the last 8 weeks of covered employment preced- 
ing the disability. The maximum disability benefit in California is $35 ($40, 
as of January 1, 1956) and in New York $33. The minimum is $10 in California 
and New York; a lower minimum, however, is permitted in New York if the 
average weekly wage is less than $10. 30th laws require a 7-day waiting 
period before benefits begin. Benefits are payable for a uniform maximum dura- 
tion of 26 weeks per disability in California and 13 weeks per year in New 
York. 

(d) Financing.—Under the California program, all the disability risks, both 
good and poor, that do not contract out are pooled together in a statewide fund 
and a uniform rate of contribution is levied on all covered participants. The 
employee contribution of 1 percent of first $3,000 of annual wages, formerly 
required for unemployment insurance, is used to finance the entire cost of the 
State-operated plan for disability insurance. 

In New York, employees contribute 0.5 percent of their wages up to a maximum 
of 30 cents per week, with employers bearing any additional cost that may 
arise. There is no minimum and no maximum on the employer’s liability. In 
contrast to the State-operated system in California, each business éstablishment 
earries the cost of its own insurance risk, as the higher incidences of disability 
experienced by women wage earners, older workers, and other groups are re- 
flected in the premium rates fixed by private insurance carriers. 

Workers covered by approved private plans in California are relieved from 
contributing to the State, but where they are asked to contribute to the private 
fund, they are not permitted to pay more than they otherwise would be required 
to pay to the State fund—1 percent. In the event that benefit costs exceed this 
cost, the employer must pay the balance. Of course, the employer always has 
the privilege, after due notice, of abandoning his private plan and reverting to 
State-plan coverage. 

(e) Administrative costs—Administrative costs of the State-operated fund 
in California are financed out of the employee contributions. Private plans 
both in California and New York are assessed for added administrative cost, to 
the State, of supervising them. In California, the assessment, which is prorated 
among private plans on the basis of wages paid by employers to employees, may 
not exceed 0.02 percent of taxable payroll.’ New York has no statutory limit. 





* Actually. the California law provides that private plans must afford covered emplovees 
rights greater than those under the State plan. This provision has been interpreted to 
mean that the plan must be at least as good as the State plan in all respects and be more 
liberal in at least one respect. New Jersey only requires that rights afforded under the 
private nlan be at least equal to those under the State plan. 

5California’s schedule of high quarter wages for disability differs from that used for 
unemployment insurance, so that at almost everv level of wages. weekly benefits will be 
higher for disability than for unemployment. The maximum benefit for unemployment 
insurance in California became $33, as of September 7, 1955. 

6 One-third of all covered employees in New York make no contributions—the employer 
pays the entire cost. 

7 Effective with the fiscal vear ending June 30, 1956, California will no longer assess 
voluntary plans for administration. 
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(f) Provisions for the disabled unemployed.—In California, unemployed 
claimants are paid benefits by the State disability fund immediately upon 
separation from covered employment, except in the case of temporary layoff 
or leave of absence—when the liability of private plans extends 14 days beyond 
last day worked. Private plans are assessed for part of the cost of paying 
these benefits, through the establishment of an “extended liability account.” 
This account is charged with the amount of benefit payments made to claimants 
who become sick while unemployed and is credited with the interest earnings on 
accumulated reserves built up by some of the earlier employee contributions to 
the unemployment trust fund. If a deficit results, it is made up by appropria- 
tions from the State disability fund and by proportionate assessments on volun- 
tary-plan employers, not exceeding 0.03 percent of private-plan wages. 

In New York, benefits for the disabled unemployed (defined as those who 
become disabled after they have been separated from covered employment for 
more than 4 weeks) are paid through a specially created fund, administered by 
the State Workmen’s Compensation Board. The fund was originally financed by 
a 2/10 of 1 percent tax on earnings, shared equally by employers and employees, 
levied from January 1, 1950, to July 1, 1950. The replenishment of this fund is 
assessed against all carriers, including the State Insurance Fund, in proportion to 
taxable wages, with no statutory limit. 

(9g) Administration.—The California temporary disability insurance program 
is administered by the same agency that administers the unemployment insur 
ance program. For the State-operated program, the same machinery is used to 
collect contributions, to request and maintain wage records, to determine eligibil- 
ity, and to compute benefits. Under private plans in both California and New 
York the adjudications and payment of disability claims are almost exclusively 
in the hands of the employer, the insurance carrier, or the union health and 
welfare fund. The State administrative agency—Department of Employment in 
California and Workmen’s Compensation Board * in New York—exercises general 
supervision over private plans, sets standards, and adjudicates disputed claims 
arising between claimants and carriers. 


Ill. SIGNIFICANT OPERATING HIGHLIGHTS 


It is estimated that 10.5 million workers, or more than one-fifth of all wage 
and salary workers, were covered by the five existing temporary disability insur- 
ance programs as of June 30, 1954. About 6.8 millions of these workers were 
protected by private plans; the remainder, by publicly operated plans. As may 
be observed from table 1, private plans covered almost half the employed workers 
in California, a little under two-thirds of those in New Jersey, and practically 
all in New York. 

Table 2 summarizes the financial operations of the State-operated funds in 
California, New Jersey, and Rhode Island. For the 5-calendar-year period 
1950-54, contributions from workers and employers * amounted to $264 million 
and benefits (including hospitalization benefits) paid came to $233 million. Thus, 
since 1950, sick and disabled workers under State plans have received back in 
benefits 84 percent of the contributions paid into the program. In New Jersey 
the loss ratio (percent of contribution income paid out as benefits) over the 5-year 
period was lower than in the other two States because of the high reserves accum- 
ulated in the early years. The loss ratio was highest in Rhode Island, attribu- 
table mainly to pregnancy benefits, which are not payable under the other two 
laws. 

Administrative expenses of the three State funds (excluding the cost to the 
States of supervising private plans) totaled $17.5 million during this 5-year 
period. For every dollar that was spent in benefits, an additional 8 cents was 
spent on administration; for every dollar collected in contributions, 7 cents 
represented the costs of administration. Of the three States, administrative 
expenses were highest in New Jersey and lowest in Rhode Island. 

There are limited data available on the operation of private plans under the 
temporary disability insurance statutes. Table 3 presents California data on 


8 Available statistics indicate that there have been an unusually small number of disputed 
claims under the New York program. In 1954, only 205 applications for review by the 
Board were received. Letter from Metropolitan Life Insurance Co., September 13, 1955. 

® Workers in California and Rhode Island contribute at the rate of 1 percent of wages 
up to $3,000 a year. In New Jersey, since January 1, 1953, a worker pays 0.5 percent of 
the first $3,000, the employer an additional 0.25 percent, subject to experience rating; prior 
to that date, the worker’s contribution rate was 0.75 percent. 
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estimated private-plan contributions and benefit payments. Assuming a 1 per- 
cent contribution rate,” private plan contributions totaled $220 million during 
the 5-year period 1950-54. Benefit payments in terminated spells amounted to 
$160 million or about 73 percent of contribution income. 

Table 4 contains a summary of the fragmentary data that are available on 
administrative costs of privately insured plans in California, New Jersey, and 
New York. There is no published information on the expense ratio (proportion 
of premium dollar expended for operating expenses, acquisition costs and taxes) 
of private carriers writing “weekly indemnity” insurance under the New York 
law. In New Jersey and California commercial insurance is concentrated among 
the larger business establishments with their lower cost per unit of service. 
Undoubtedly, in New York, with both small as well as large groups covered by 
private plans, the expense ratio for the aggregate of private plans is higher than 
in either of these States. The New York State Insurance Fund is permitted by 
law to expend up to 25 percent of premiums collected for administrative costs. 

Turning to the benefit side, table 5 presents data on average weekly benefits 
and the average duration of benefits for each spell of disability. The lower 
weekly benefits under the State-operated plans are due in part to the weekly 
maximums in the laws. During 1954, the maximums were $35 in California, $33 
in New York, $80 in New Jersey, and $25 in Rhode Island. The private plans 
have no restrictions on the amount of benefits payable as long as they provide 
benefits equal to that of the State plan or statutory formula. 

Beneficiaries under State-operated plans show a longer duration of benefits 
per spell of disability than private-plan beneficiaries. State plans generally 
have a greater proportion of poorer-than-average risks, such as women, older 
workers, and low-paid workers for whom there is a high incidence of serious 
ilinesses. These workers are also the first to suffer unemployment. Other 
factors contributing to the difference in average duration of benefits are the 
shorter waiting period and the relatively greater number of claims filed under 
private plans than under State plans. 


Tasle 1.—Temporary disability insurance coverage: Estimated numbers covered 
and distribution by type of plan as of June 80, 1954 


Numbers covered (in 


thousands) Percent distribution 


Z | > bar 2 Py : te ae » slice rive » 
Total I ublic ivat Total | Put lie Pri ate 
plans plans | plans plans 

Rhode Island ! ies ee 219 | 219 |__ 100 | 100 
California ?__-. ‘ ee ee 3,051 | 1, 576 1.475 100 52 | 48 
New Jersey 3___- pl | 1,425 | 509 | 916 100 | 36 | 64 
New York 4 : 4, 526 | 135 4, 391 100 | 3 | 7 
Railroad 5 « hatin: | 1, 256 | 1, 256 | 100 100 | 

Total. sade weceuianess SAG] 26 6, 782 100 35 65 

| 


1U. S. Bureau of Employment Security. 

2 Based on California Department of Employment, Report 1006A, No. 5. 

®*New Jersey Department of Labor and Industry, 18th Annual Employment Security 
Report, Calendar year 1954, p. iv (g). 

4 Letter fron New York Workmen’s Compensation Board, June 28, 1955, and other sources. 

§ Railroad Retirement Board. 





2 According to California Department of Employment Report 1006A No. 5, 99 percent 
of the private plans, as of June 30, 1954, covering 85 percent of the private-plan workers, 
reguired employees to contribute a full 1 percent of wages. 
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TasBLE 2.—State-operated temporary disability insurance funds in California, 
New Jersey, and Rhode Island: Contributions, bencfits, und administrative 
expenses, 1950-54 


Net contri- 


yutions 


| Net benefits 


pala 


t 
} 


received 


California ; 3$187, 404, 707 189,979 | 4 $11, O18, 4¢ 
New Jersey * __. ini 47, 048, 601 33, 811.911 4, 784, 471 
Rhode Island_ ‘ 6 29, 411, 148 743, 443 7 1, 603, 347 


263, 864, 456 745, 333 17. 496. 283 


1 Includes benefits paid to claimants who were unemployed or 
abled, part of which is assessed against private plans in California and ‘ 

2 Excludes cost to the Siate of supervising private plans, all or part of w h is assess 
plans 

§ California Department of Empleyment, Report of Activities for the onth of Decet 
Months, 1950-4. 

4 California Department of Employment, report 1009, No. 11. 

5 New Jersey Department of Labor and Industry, Division of Employment Security, Annual Reports 
1950-54 

6 Rhode Island Department of Employment Security, 19th Annual Report, 1954, p. Als 

7 Rhode Island Department of Employment Security, Annual Reports 1950-54 


TABLE 3.—California temporary disability insurance: Estimated contributions 
and benefits under private plans, 1950-54 


Contributi 


(estimated) As nercent of 


mount contributions 


$33, 327, 245 $21. 775, 153 

42, 625, 972 29, 767,915 

46, 920, 739 33, 849. 947 

ciliata ia Ui tela initials 50. 736, 608 38, 215, 834 

identi aca iia aa ‘ 46, 251, 044 36, 114, GO8 


eee 5 ; . ee 219, 861, 608 159, 723, 457 


! Assumes a contribution rate of 1 percent of first $3,000 of annual private-rlan wages 
* Net benefits paid in terminated spells. Includes hospital benefits. California Department of Employ- 
ment, Report 1031, quarterly reports on voluntary plan terminated claims. 
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TABLE 4.—Temporary disability insurance: Administrative costs as percent of 
contributions under public and private plans 


| 
| Private plans! 
Program Public plans | (including 
| | taxes) 
Percent Percent 

Rhode Island (1954) 25.9 (3) 
California (1951 45.4 | 518.8 
New Jersey (1953) = | 68.9 715.5 
New York (1953 (8 
Railroad (1953) ae sa M | 03.8 | ( 


1 Cost of operations, acquisition costs, taxes, license, and Government fees, as a percent 
of earned premiums less policyholders’ dividends and rate credits. Based on reports 
available for California, approximately 4% percent of premium can be allocated for taxes, 
license, and Government fees (letter from Metropolitan Life Insurance Co., Sept. 15, 1955). 
The corresponding figure for New Jersey in 4.1 percent. 

2 Rhode Island Department of Employment Security, 19th Annual Report, 1954, pp. 28, 
A18. Based on contributions of 1 percent of taxable payroll. 

3 No private plans 

‘Letter, H. M. Wilson, Chief, Division of Disability and Hospital Benefits, California Department 
of Employment, Aug. 29, 1952. Based on contributiors of 1 percent of taxable payroll 

§ Letter, H. M. Wilson, Chief, Division of Disability and Hospital Benefits, California Department 
of Employment, August 6, 1952. 

6 New Jersey Department of Labor and Industry, 17th Annual Employment Security Report, Calendar 
Year 1953, pp. 5, 42, 44. Based on combined employer-employee contributions of 0.75 percent of taxable 
payroll (employer tax of 0.25 percent subject to experience rating 

7’ New Jersey Department of Labor and Industry, 18th Annual Employment Security Report, Calendar 
Year 1954, p. 51. The overall expense of private plans insured by the Metropoliltan Life Insurance Co. 
under New Jersey plans is slightly in excess of 10 percent (letter from Metropolitan Life Insurance Co., 
Sept. 13, 1955). 

§ No information available for the New York State insurance fund, 

* Estimated at between 15 and 25 percent. For the smallest employers insured by the Metropolitan Life 
Insurance Co., the Metropolitan’s expenses totaled about 17's percent; for all New York private plans the 
Metropolitan overall expenses are slightly less than 10 percent of premiums (letter from Metropolitan Life 
Insurance Co., Sept. 13, 1955). 

1 Assumes a contribution rate of 1 percent of taxable payroll. Contributions for cash sickness benefits 
are not separated from contributions for unemployment benefits. Cash sickness benefits in 1953 were equi. 
valent to 0.9 percent of taxable payroll. Administrative costs obtained from Railroad Retirement Board 


TABLE 5.—State temporary disability insurance: Average weekly benefit amounts 
and average duration per spell of disability, 1953-54 


Average weckly benefit 


Average 
amount | 


| duration 
— apoeereinnnnmenens .. Se UE, 


1953 mm lO 
' 
California: 
State plan! $26. 03 $29.33 | 9.6 
Private plans 2 31.94 | 34. 00 6.0 
Rhode Island (State plan) 3 22. 91 23. 10 8.6 
New Jersey: State plan for unemployed disabled 4 27.77 28. 63 | 8.4 
New York 
State fund for unemployed disabled 22. 67 23. 21 7.4 
Private plans ; 31. 26 34. 23 4.0 


‘ California Department of Employment, Report of Activities for the Month of December and Last Six 
Months, 1953 54, tal le 3, f 

2 Average benefit for terminated spells. California Department of Employment, Report 1031, quarterly 
reports on voluntary plan terminated claims, table 1. 

3’ Rhode Island Department of Employment Security, 18th Annual Report, 1953, p. A20; 19th Annual 
Report, 1954, p. Al9. 

4 New Jersey Department of Labor and Industry, 18th Annual Employment Security Report, Calendar 
Year 1954, table 10. 

§ Letter from New York Workmen’s Compensation Board, dated June 28, 1955. 


(The subcommittee later received a letter and memorandum com- 
menting on the foregoing from the American Life Convention and the 
Life Insurance Association of America; the letter and memorandum 
follow :) 
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AMERICAN LIFE CONVENTION 
Chicago 1, Ll. 


LIFE INSURANCE ASSOCIATION OF AMERICA 


New York 22, N. Y. 
OcroBer 17, 1955 
Hon. Pau H, DovG.as, " 
Chairman, Senate Subcommittee on Union Welfare Funds [sic], 
Senate Ofice Building, Washington 25, D. C. 

DEAR SENATOR DouGias: On July 20, 1955, representatives of the Department of 
Health, Education, and Welfare offered certain testimony comparing the admin- 
istrative expense rates of State funds versus privately insured plans operated 
under compulsory disability laws. 

There is enclosed with this letter a memorandum supplementing that testimony. 
It will be appreciated if this memorandum could be made a part of the record 
before it is tinally printed. 

Sincerely, 
AMERICAN Lire CONVENTION, 
CLARIS ADAMS, : 
Rrecutive Vice President and General Counsel. 
LIFE INSURANCE ASSOCIATION OF AMERICA, 
EuGENE M. Tuork, General Counsel. 


AMERICAN LIFE CONVENTION 


Chicago 1, Ill. 


LIFE INSURANCE ASSOCIATION OF AMERICA 


New York 22, N. Y. 
OcTOBER 17, 1955 
MEMORANDUM 


ADMINISTRATIVE EXPENSES OF INSURED CASH SICKNESS AND GROUP ANNUITY PLANS 


On July 20, representatives of the Department of Health, Education, and 
Welfare, in testimony before the Senate Subcommittee on Union Welfare Funds 
{sic], made comparisons of the administrative expense rates of State funds versus 
privately insured plans operating under State compulsory disability laws. We 
wish to supplement that testimony with additional data contained in the following 
memorandum, An analysis of the expense rates will show, we believe, that the 
privately insured plans compare most favorably with State funds. At the same 
time, we would also like to show that the expense rates of insured group annuities 
are at least as favorable as the OASI administrative cost record cited by HEW 
representatives. 

The HEW testimony cited the following administrative cost rates of public and 
private programs in the four States having legislation providing for compulsory 
disability benefits: In California the administrative costs were 5.4 percent of 
contributions for the public plan and 18.8 percent for the private; in New Jersey, 
8.9 percent as compared with 15.5 percent; in New York, 20 to 25 percent for the 
private, with no figure available for the competitive State fund; in Rhode Island, 
5.9 percent for the exclusively public plan. (The State fund in New York operates 
as an insurance company in most respects. ) 

The comparison is far more revealing, however, and the implication reversed 
when the private plan expense rates are broken down into their component parts. 
For the two States which collect experience reports from private plants, the 
insurance company expense rates (expressed as a percentage of net premiums 
earned) were as follows in 1954: 
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California | New Jersey 


Percent | Percent 
Taxes, licenses, Government charges and fees s 
Commissions, ot er acquisition and field supervision expense 7 
Cliims °x»%ense ; ) 
Ge veral administrative expense ‘ ; 3.1 | 


Total expenses incurred -_-_.. <- sania Seer — 117.6 | 


‘ 
i ‘ 


1 Differs from HEW figures, probably because full data not available at the time of HEW testimony. 


Taxcs, etc.—F¥or California and New Jersey, taxes, licenses, and other Govern- 
ment charges and fees accounted for 4.8 and 4.3 percent of net premiums earned, 
respectively. For purposes of comparing administrative expense rates, taxes 
should certainly not be included, since the State funds pay no taxes. 

Commissions, etc.—For the two States of California and New Jersey, commis- 
sions, other acquisition, and field supervision expenses accounted for 7.7 and 
5.4 percent of net premiums earned, respectively. These expenses are essential 
to voluntary plans if each employer is to maintain a system of sick pay geared 
to his personal policy rather than to an inflexible and impersonal governmental 
arrangement. Consultation with employers as to their particular requirements 
and the adaptation of the insurance company contracts to special situations re- 
quires the services of competent, highly trained people. A governmental fund, 
with its single, inflexible plan and, in some cases, captive customers incurs no 
similar expenses. (With time, more of the insured business now in force will 
move out of the commission period, so this category of expenses may be expected 
to decrease.) The commission costs for this business are actually very modest 
and compare favorably with selling costs of other services and commodities. 
The function of selling is an essential feature of our economy, and it is the 
man factor in keeping it flexible, varied and dynamic. 

Other expenscs.—The remaining expenses incurred by private plans are for 
claim and general administrative operations, the categories into which the State 
fund expenses fall. For California, these expenses run 5.1 percent of net pre- 
miums earned for the private plans compared with the 5.4 percent expense rate 
for the State fund; in New Jersey 5.8 percent for private plans as compared 
with 8.9 percent for the State fund. In addition, State fund expense rates do 
not reflect the fact that much of the detail work and legal expenses normally 
handled by the insurance companies is saddled on the employer rather than on 
the State fund. We believe the comparison of private plan and State fund 
expense rates would be even more striking if each were first combined with the 
respective employer expenses. 

Equally impressive is the expense record of the group annuity field. HEW 
had cited with justifiable pride the OASI administrative cost rate of 1.8 per- 
cent of contributions. The seven life-insurance companies which underwrite 
the bulk of the group annuities have been able to issue a wide variety of tailor- 
made pension plans, pay commissions, establish records and procedures for indi- 
vidual plans, maintain experience accounts, do premium accounting and reserve 
valuation, pay benefits and taxes, etc., for a total expense outlay of 2.6 percent 
of premiums. Included in this figure, however, are taxes of 0.8 percent and com- 
missions of 0.3 percent. The remaining administrative expenses, comparable 
to the expenses incurred by OASI, run 1.5 percent. The group annuity field is 
characterized by its wide variety of benefit patterns and the attention that must 
be devoted to the unique problems of a great many individual plans. With effi- 
cient administration and a trained sales force, the business has been able to 
sell and handle this large variety of products at a total expense rate equal to 
that attained by OASI, which has no sales force and but a single product. On 
the basis of administrative expenses only, the group annuity record has been 
superior. 

The point we wish to stress is that while the Government plans have been oper- 
ated efficiently, the insurance company expense rates, when analyzed on a com- 
parable basis, show an equally commendable record. 


Mr. Conen. For instance, in California, the administrative costs 


for 1951 of the public plans for temporary disability—that is, cash 
benefits for wage loss due to sickness—ran 5.4 percent of contributions. 
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For the private plans which contracted out of the general law, they 
ran 18.8 percent. 

In New York, we don’t have exact cost estimates for the public 
plans because that information is not publicly available, at least to 
us; but we estimate for the private plans the administrative cost is 
running from 15 to 20 to 25 percent of contributions. 

Mr. Rerp. Essentially, that is the cost of administration of public 
funds, administered by the State, and of insurance policies written by 
private companies; isn’t that right ¢ 

Mr. Conen. The figure for private plans represents the aggregate 
cost of operation including taxes, licenses, and Government fees, and 
acquisition costs. This is covered in the study which we will submit. 
I notice the Senator is quite familiar with the railroad system, having 
gone into that extensively. The railroad system does have a publicly 
administered type of cash sick benefits, both for wage loss and preg- 

nancy, and maternity benefits. In 1953 that ran 3.8 percent of the 
contributions, assuming they had a 1 percent contribution rate. So 
that you can see from this the extent of the variation might be said to 
be as follows: 


About 4 percent in the railroad program to about 20 to 25 percent 
for the private plans in New York. I think that represents the situa- 
tion today between the different types of benefits and the method of 
underwriting and administering them. 

Senator Doveias. What are the other two States? 

Mr. Conen. New Jersey, which for 1953 varied from 8.9 percent for 
the public plans—and that is an average for all e mployers in the public 
plans—to 15.5 percent in the private plans. And in Rhode Island, 
which is the only State in the United States which has an exclusively 
public plan like the railroad program, it ran 5.9 percent in 1954. 

Senator Doue.as. That is very interesting. 

Mr. ConEeNn. Now, part of these figures, of course, depends upon the 
distribution between the proportion and characteristics of the em- 
ployers who insured under the public plans, and those who insured 
under the private plans. For instance, in California 88 percent of 
the plans are in the public program and only 2 percent in the private, 
although 52 percent of the employees are in the _— plan and 48 
pereent are in the private, which means a small number of private plans 

lave a very large number of employees. [But in New York only about 
5 percent of the plans are in the public program and 95 percent are in 
the private program. 

Senator Duveras. That is very interesting. 

Mr. Correr. Have you attempted to evaluate what size has to do 
with the percentage of the costs? 

Mr. Conen. We have tried to evaluate what size and characteristics 
of the employer and his industry have to do with the duration of bene- 
fits, but we have not tried to estimate it with respect to administrative 
costs. When you have a compulsory group insurance program with 
very little, if any, acquisition expense, you naturally have a much 
lower cost than if you have a large acquisition expense with other costs 
added to it. : 

Senator Doveias. Have you made any study of excessive fees paid 
by insurance companies to agents ? 

Mr. Conen. No, sir. 
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Mr. Reep. Would it be helpful to have some figures on the adminis- 
trative costs of the Blue Cross and Blue Shield, of insurance com- 
panies, on the writing of health and accident policies? 

Senator Dovatas. Yes. 

Mr. Conen. I would be glad to submit for the record our last analysis 
of all the types of health plans in 1953 which gives the loss ratios for 
Blue Cross, Blue Shield, community-type plans, consumer plans, and 
other types. This shows the total dollar costs for the administration 
of all of these types of plans. 
(The table referred to follows :) 













Premiums, losses, administrative expenses, and net operating income of health- 


insurance underwriters and plans in the United States, 19538 


. ot nin- 
Subscription Potal admin 


‘ ' . Benefit expense istrative 
Continental United States charges and , od i = éienanian ai Administra- | Net operating 
sur . ‘rations yremiun ? ‘expense “ome 3 
insurance operations —s 7 incurred operating tive expense incom 


Income 







Blue Cross 711, 942, 473 629, 288, 709 82, 653, 74 40, 802, OOS 32, S51, 756 
Blue Shield 274, 995, 177 220, 833, OST 54, 161, 490 31, 756, 624 y 404, RHO 
Group insurance ¢ 1, 174, 915, 090 | 5992, 560, 766 182, 354, 324 | © 171,014, 797 1. 339, 527 
Individual accident and 

health insurance ¢ 969, 566,299 | 5 458,098,850 | 511, 467, 449 | 7 438, 914, 668 72, 552, 781 
Independent plans 222, 800, 000 200, 900, 000. | 21, 200, 000 17, 500, 000 4, 400, 000 








Total 3, 35 


, 219, 039 2, 501, 682, 012 852, 537, 027 TOR, OSS, O97 143, 548, 930 





Percentage distribution by 
type f expense 










Blue Cros 100.0 &8. 4 11.6 7.0 16 
Blue Shield 100.0 80.3 19.7 11.4 % 9 
Group insurance 100.0 84. 5 15.5 14.5 1.0 
Individual accident and 

health insurance 100.0 47.2 | 52.8 45.3 2 


Independent plan 


Total 












Percentage distribution by 
type of carrier 


Blue Cross 21.2 25. 2 9.7 7.0 22.9 
Blue Shield 8.2 8.8 6.4 4.5 15.6 
Group insurances 35.0 39. 7 21.4 24.1 7.9 
Individual accident and 

health insurance 28.9 18.3 59.9 61.9 50. 5 
Independent plans 6.7 8.0 2.6 2.5 3.1 












Total. 





100 100 






! After dividends are paid or experience ratings allowed. 

2 Includes profits and additions to reserves 

§ Data — 4 combined Blue Cross-Blue Shield plans, shown under Flue Cross. 

4‘ Inclu des “ash sickness insurance as well as health insurance. 

5 Estimate d adjustment expenses removed from data 

6 Estir nate d, assuming for United States same ratio to losses as shown in Spectator, 1954, for entire busi- 
ness including Canada. Adjustment expenses of $19 million added to the estimate. 

’ Estimated assuming for United States same ratio to losses as shown in Spectator, 1954, for entire busi- 
ness including Canada. Adjustment expenses of $28 million added to the estimate 

§ From Independent Plans Providing Medical Care and Hospital Insurance: 1954 Survey, Social Security 
Bulletin, April 1955 




























Source: U. S. Department of Health, Education, and Welfare, Social Security Administration, Division 
of Research and Statistics, July 28, 1955. 





Senator Doveias. What puzzles me is that here you have four 
States with these laws for cash benefits for wage loss due to sickness, 
yet apparently you don’t hear any protests from the medical societies 
of these States. What has happened? I know you don’t want to ex- 
press yourself. But I can at least indulge in a rhetorical question. 
Presumably this would be very much opposed by the medical frater- 
nity. Here you have four very large States putting it into effect, the 
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first and second States of the Union, New York and Califormia, in 
population. The population between them is 26 million. New Jersey, 
with a population of 3 million or 4 million. Rhode Island with a 
popul: ition of 750,000. “How quietly, how quietly the blessed gift 
Is given. 

Mr. Reep. It might be brought out that where the employer has a 
program for his own employees the cost is usually quite low because 
it is a closely confined operation; your costs begin to mount when you 
have the multiemployer plans. 

I was looking at the administrative costs under 27 of the plans that 
the subcommittee staff stressed last year, which range from 6 to 10 
percent. This represents just the collecting of the money and the 
recording of the eligibility and go forth, and then the fund contracts 
with an insurance company, and their retention runs anywhere from 
10 to 20 percent or more. You have a gross cost roughly of 20 to 30 
percent In most cases. 

Mr. Conen. There are some hidden costs in the employer plans in 
that the employer absorbs a good deal of the cost by having it on his 
premises—he may give free rent and may give some free services. 
The same is true, I think, or was true to some extent, of the voluntar y 

railroad plans. The railroads gave a good deal of free service. So 
there is a good deal of noncomparability between these figures that 
should be kept in mind. 

Senator Douenas. Of course, the administrative costs in railroad 
retirement are very low, too, as 1 remember. When I last looked at 
them, they were about 3 percent. 

Mr. Correr. Mr. Chairman, may I ask a question / 

Senator Doue.ias. Yes, sir. 

Mr. Correr. Mr. Schottland, in your statement you enumerated : 
substantial number of studies and surveys that were being made. To 
what extent do you correlate your ef fforts with other agencies in the 
Government doing the same general type of study ? 

The Labor Department enumerated certain studies they had made. 
I am sure the SEC is making one. Perhaps the Federal Reserve, to 
some extent, and the Internal Revenue. Is there any policy or any 
working arrangements that prevailed with respect to correlation of 
this information ? 

Mr. Scuorriann. We have a very close relationship with most of 
those departments, and we borrow material from one another—ex 
change materials. I think there is very little overlapping or dupli- 
cation in the studies that we have made. I think when you get them 
all together you will see there is very little other than the data we 
would need, and that other agencies borrow and copy and usually 
acknowledge the source. 

Senator Doucias. Thank you, gentlemen. Are representatives of 
the SEC here? 

Commissioner Goodwin. Yes, sir. I have some staff members with 
me. Shall I bring them up? 

Senator Dovucias. Yes; surely. Won’t you sit down, gentlemen? 
You are under heavy pressure, in that we made a request of you at a 
late day. You had some other hearings to appear before, so we are 
grateful for your appearance. 

62033—56—pt. 3——8 
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STATEMENT OF A. JACKSON GOODWIN, JR., COMMISSIONER, 
SECURITIES AND EXCHANGE COMMISSION; ACCOMPANIED BY 
BYRON D. WOODSIDE, DIRECTOR, AND MANUEL F. COHEN, 
COUNSEL, DIVISION OF CORPORATION FINANCE; LAWRENCE M. 
GREENE, ASSISTANT DIRECTOR, DIVISION OF CORPORATE REGU- 
LATION, AND CHARLES R. McCUTCHEON, ASSISTANT DIRECTOR, 

DIVISION OF TRADING AND EXCHANGES 


Mr. Goopwin. We are glad to be here. Chairman Armstrong is 
appearing before the Senate Antimonopoly Subcommittee, so he 
couldn’t come. Commissioner Adams is in New York on Commis- 
sion business, so he couldn’t come, bué | brought Commissioner Orrick 
with me. 

Senator Doucias. We are very glad to have you both. 

Mr. Correr. Would you be kind enough to identify yourselves ? 

Mr. Goopwin. This is Byron D. Woodside, Director of the Division 
of Corporation Finance. Next to him is Manuel F. Cohen, who is 
counsel for the same Division. Next to him is Lawrence M. Greene, 
Assistant Director of the Division of Corporate Regulation. 

Senator Dovatas. Go ahead, sir. 

Mr. Goopwin. We have no prepared statement. I have the people 
here from the principal divisions, so you can ask any questions you 
want. If we can’t answer the question, we will get the material and 
return it to you right away. 

Senator Doveras. I understand you either have carried out or are 
carrying out a survey of pension plans of all companies registered 
under SEC; is that true? 

Mr. Goopwin. Yes, sir; we have a study in process. If you would 
like to know exactly what the nature of that study is, I could have 
one of these men describe it to you. This is Mr. Charles R. Me- 
Cutcheon, who is Assistant Director of the Division of Trading and 
Exchanges. He is in charge of that study, sir, and he can tell you 
all about it. Go ahead, Ray. 

Mr. McCurcinron. Due to a lack of information on the subject, the 
Commission this spring initiated a survey of corporate pension funds. 
As we have already indicated to your staff, we sent out a questionnaire 
to some 2,000 corporations registered with the Commission. Our 
purpose in making this study was twofold. 

One was to find out the amount of securities these pension funds 
owned, so that we could gage the effect on the stock market. The 
second reason was to find out something more about the assets of the 
corporate pension funds so as to provide a further breakdown of 
individual savings. As you probably know, we now conduct a savings 
study of individuals, and in that study we do not break down now 
some of the important parts of such saving. We have sent out these 
questionnaires, and they have come back in pretty good fashion. At 
the present time we are tabulating the replies. We have been delaved 
2 little bit in our program as we originally planned it, because this 
study was necessarily fitted in with our regular work. Consequently, 
we have been a little longer in getting results. 

Senator Doucias. This is Senator Allott. This is the SEC, and 
they are making informal statements on studies which they are 
preparing. 














WELFARE AND PENSION PLANS INVESTIGATION 4] 


Mr. McCurcneon. Senator Allott, I was talking about the study 
we are making of corporate pension funds. We hope, Senator, to 
have a tabulation completed tairly soon. Of course, that will then 
be subject to analysis and study, before we can publish and make 
available to you the results of the study. 

Senator Dova.as. May we have these figures in advance of publi 
cation ¢ 

Mr. McCurcueon. I see no reason why you shouldn't. 

Mr. Correr. Ilow many questionnaires did you send out ? 

Mr. McCurcneon. About 2,0000, 

Mr. Correr. What portion of the pension plans do you feel that 
would cover? Do you have an evaluation of that? 

Mr. McCurcneon. There are several types of pension funds. In 
our case, we are confining ourselves to the study of the self-insured, 
that is. the self-operated pension funds of corporations. 

Mr. Correr. You are confining it to that? 

Mr. McCurcneron. Yes. 

Mr. Correr. No corporate trusts? 

Mr. McCurcHeon. ves: those which are administered by the cor- 
poration. 

Mr. Correr. Yes. 

Mr. McCurcueron. That would cover, I think, about half of the 
pension funds we are now speaking of. 

Senator Doveias. Would that include the pension funds adminis 
tered by banks? 

Mr. McCurcneron. Yes. 

Senator Dove as. Would it include pension funds carried out by 
insurance companies ¢ 

Mr. McCurcuron. No; they would be excluded. In our immediate 
study we confined ourselves to the funds administered by the cor- 
poration, 

Senator Douaias. That is a field which we really have not been 
able to touch before. 

Mr. Correr. In your questionnaire it appears it is broader than 
that. 

Mr. McCutcneron. We will hope to get certain additional figures 
from other sources. I was speaking, when I said that, of the ques- 
tionnaire itself, of the facts and figures that it will supply. We will 
get from other sources the data on insured plans. 

Senator Dovetas. You will get those from the banks and insurance 
companies ¢ 

Mr. McCurcneon. Information on insured plans will be made 
available from the Institute of Life Insurance, which collects these 
figures, and data on bank-administered plans will be supplied through 
our survey. I would like to supply here for the record a copy of our 
questionnaire which will provide the coverage and the questions asked 
in that survey. 

(The questionnaire referred to follows :) 
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Mr. Reep. Your survey will not include insured plans, but won't 
it include all other types of plans administered by the corporations, 
including those where the corporation uses a bank as the trustee? 

Mr. McCurcueon. Yes. 

Senator Dovctas. Now, I would like to ask this: Have you formed 
any opinion as to the degree, if any, that assets in a pension fund 
should be used for the purchase of a stock of the company itself ¢ 

Mr. McCurcuron. That is one of the questions we have asked. 

Senator ALLorr. Gentlemen, I wonder if I could ask you to speak 
up abit. I find it difficult to hear you. 

Senator Dovenas. I have been guilty of that, too, Senator. 

Mr. McCurcneron. I believe Senator Douglas asked the amount of 
stock of their own company that these plans—— 

Senator DouaGias. Yes. 

Mr. McCurcHron. Yes; that is one of the questions we have on the 
questionnaire, and we hope to have the answer. 

Senator Dovetas. You don’t have the answer now ? 

Mr. McCurcueon. No. 

Senator Axvorr. I think the Senator also asked you if you had 
formed any conclusions. I am interested in that, too. 

Mr. McCurcueon. No; I can’t hazard a figure on that, I’m sorry. 

Senator Atiorr. Did I misunderstand the nature of your question ? 

Senator Douenas. No. 

Senator ALLorr. I want to ask it again; may I? 

Senator Dovenas. Surely; you will probably put it much better. 

Senator Attorr. Have you formed any conclusions as to the amount 
of stock or amount of investment that a company’s pension fund should 
be permitted to invest in its own or subsidiary corporations? Is that 
what you had in mind, Senator Douglas? 

Senator Dovanas. Yes; exactly. 

Mr. McCurcuron. No; I have been speaking strictly from a study 
point of view. 

Senator AtLorr. From the statistical point of view! 

Mr. McCurcueon. Yes. I have no opinion on your question. 

Senator Atiorr. In going back just 2 moment, you said this ques- 
tionnaire related only to company plans, but that would include of 
necessity all companies with their own plans even though they were 
using trust departments of various banks for ministerial and custodial 
purposes, wouldn’t it? 

Mr. McCurcneron. Yes. 

Senator Atiorr. According to Mr. Balderston’s testimony this 
morning, as I recall it, he thought, although he didn’t have accurate 
figures, that that would be quite a large percentage of that $6 billion. 
Is that correct, Mr. Cotter? 

Mr. Correr. That is right, sir. 

Senator Atxotrr. I didn’t address that to you gentlemen; I ad- 
dressed it to Mr. Cotter. 

Mr. Correr. Have I answered it ? 

Senator Atuorr. Yes. 

Senator Dovctias. Do you have a disclosure provision on the pension 
funds? 

Mr. McCurcueon. I would like to defer to Mr. Woodside on that. 

Mr. Goopwin. Mr. Woodside, I believe, would like to answer that. 











944 WELFARE AND PENSION PLANS INVESTIGATION 





Mr. Woopsipr. Senator, we don’t have what you might describe as 
a disclosure provision applicable to pension funds as such. The Com- 
mission administers the Securities Act of 1933, the Securities Ex- 
change Act of 1934, and the Investment Company Act of 1940. 

The Securities Act of 1933 prohibits the sale of a security in inter- 
state commerce unless a registration statement has been filed and a 
prospectus is employed in the offering and sale of that security. The 
1934 act applies to securities which are listed on the national-securits 
exchanges. The Investment Company Act is a statute which requires 
certain disclosures of investment trusts, and also contains certain regu- 
latory provisions applicable to the conduct of an investment trust. 

The Securities Act of 1933 does not really—I will put it this way: 
We have very few pension funds which are registered for the sale of 
securities under the Securities Act. Most of the information that 
comes to us under that statute about pension funds is reflected in reg- 
istration statements and prospectuses, usually as an adjunct of the 
financial statements of the company, or as a portion of the disclosures 
made to security holders, or prospective purchasers of securities, from 
the point of view of of importance of the pension contributions and 
the pension liabilities of the corporation, from a security holder’s 
point of view rather than an employee’s point of view. 

That is the general picture. Now there have been a few pension 
funds which have registered under the Securities Act for the sale of 
securities to the employees of the company-—-there are very few of 
them. More frequently they have registered under the Securities Act 
plans involving the sale of the securities of the employer to the em- 
ployee. 

Those plans most frequently take the form of either a stock- 
purchase plan, or perhaps a stock-option plan. The plan has certain 
pension fund characteristics in the sense that it is set up for the 
purpose of providing benefits for the employee at a future date, 
either upon retirement or upon separation from service from the 
company. The employer makes a contribution, ordinarily either 
in stock or cash. The employee makes a contribution, and the funds 
collected from the two are used to buy securities of the employer cor- 
poration or its subsidiaries. There have been a number of those cases 
filed with the Commission, and when that occurs a registration state- 
ment is furnished concerning the plan, and a prospectus is delivered 
to the employee who purchases it. 

I can’t give you any quantitative date at the moment as to just how 
many of those there are. I think the most well-known of them per- 
haps is the Sears, Roebuck stock-purchase plan. That has been in 
existence for many years. It has been registered periodically under 
the Securities Act for many years. Batik sepmadiey I believe most of 
the funds received by that pension plan were invested in Sears stock, 
and at the present time about 25 or 26 percent of the outstanding com- 
mon stock of Sears, Roebuck is owned by that fund. I brought with 
me a copy of the prospectus which the Sears Co. uses in offering the 
plan to its employees, and I would be glad to leave it if you like. 

Senator Dovaetas. It is a profit-sharing plan, too. 

Mr. Woonsinr. It is a profit-sharing plan, but it has aspects of a 
retirement plan, because there are certain limitations upon with- 
drawal, and I think the general reputation of that fund is that em- 
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ployees who have been with the company for many years and have 
stayed with the plan have done very well indeed. 

There is another type of plan along the same general lines, but it 
represents a fairly recent development in the field. A number of 

companies, particularly in the oil industry, have adopted plans under 
which the employee makes a contribution by payroll deductions. The 
company will make a contribution of a certain percentage of the em- 
ployee’s contribution, or a percentage of his earnings, and the funds 
of the employer perhaps may be invested in the e mployer’ r’s stock, and 
the employee given an option to take the employer's stock or the stock 
of an investment company or Government bonds. That type of plan 
is registered under the Securities Act, and we secure disclosures as to 
the general financial condition, and I have 2 or 8 of that type here. 

Senator Doveras. The whole theory of the Securities and Exchange 
Act is primarily that the investor in securities should be furnished 
with accurate information about what he is purchasing, isn’t that true? 

Mr. Woopsine. That is right. 

Senator Dove.as. So you carry the principle of disclosure into the 
purchase of securities. I wonder if there are any principles of dis- 
closure which you think might be carried over from that field to the 
management of pension and welfare funds? 

Mr. Woopsine. Senator, I don’t know that I am competent to talk 
about what should be done with pension or welfare funds, or what 
disclosures should be or might be required of them. I think perhaps 
the closest thing we have to that sort of a situation is found under the 
Investment Company Act, which the Commission administers, where 
you have large aggregations of capital arising from the sale of redeem- 
able shares to the public, and those funds, which are in effect trust 
funds, are administered by the management of the investment com- 
pany, and the act places certain limitations upon what can be done 
with them and how the fund may be operated with respect to inside 
dealing. 

Mr. Greene here, who is actively engaged in the work under the 
Investment Company Act, I think would be better prepared to give 
you a statement on that than I am. 

Mr. Greene. Shall I proceed ? 

Senator Dova.as. Yes, surely. 

Mr. Greene. I think I ought to start by saying that stock purchase 
plans 

Senator Doveras. I am sorry I have to leave at this time. Senator 
Allott, would you be willing to preside? 

Senator Atiorr. Yes. 

Senator Dovetas. I must leave right away. I hope you will excuse 
me. 

Mr. Greene. The pension funds, such as we have been discussing, 
which are qualified as tax-exempt trusts under the Internal Revenue 
Code, are excluded from the Investment Company Act and are not 
regulated under that statute. 

Mr. Correr. We were talking of the principle of the thing. 

Mr. Greene. Yes. There are certain employees securities com- 
panies, some of them set up by the corporation involved, which are 
not tax exempt, which are perhaps set up as a convenient vehicle 
for employees to purchase securities, either of the corporation or in 
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general, and many of those employees securities companies are given 
unde ‘r the statute a limited exemption. However, they are subject to 
certain provisions of the act. 

Now, as Mr. Woodside has indicated, there is a similarity between 
the pension fund, or welfare fund, and an investment company, 
because you have a liquid pool of capital which is easily disposed of 
and easily handled. You may be interested in some of the types of 
regulations that the Investment Company Act imposes upon invest- 
ment companies, thereby perhaps shedding some light on your prob- 
lems. Primarily, I think you would probably be interested in the 
kinds of regulation imposed upon investment companies which tend 
to achieve a greater degree of responsibility on the part of manage- 
ment pe sonnel. For example, the Investment Company Act has pro- 
visions which bar any person from serving as officer, director, or 
employee, or investme nt adviser, of an investment company, or as an 
underwriter for an investment company, if he has been convicted of 
a crime involving a securities violation. 

Mr. Correr. What do they file with you people that permits you 
to scan their operation and police it from a disclosure point of view? 

Mr. Greene. We obtain an initial registration statement which has 
to be certified by independent public accountants selected by the man- 
agement, but ratified by a majority vote of the stoc kholders. The 
registration statement is a rather complete document that covers the 
financial history of the company and its various operations which are 
pertinent to the provisions of the statute. That is kept up to date 
by annual reports and by quarterly reports. 

We examine those statements. We also examine proxy solicitation 
material. All investment companies, whether they are listed on 
exchanges or not, are required to submit proxy solicitation material 
under the proxy rules of the Commission, and we examine that 
material. 

Mr. Correr. That is something you didn’t cover; isn’t it ? 

Mr. Woopsipr. I didn’t mention that. 

Mr. Correr. When there is a proxy statement with respect to a 
pension plan, do you get full information as to the cost and type of 
plan? 

Mr. Woopsipe. No. 

Mr. Correr. You don’t? What is it for? 

Mr. Woopsine. I don’t know of any pension plan that is listed on 
the exchange, unless the plan was an investment company subject to 
the 1940 act. The proxy rules of the Commission would not apply. 
The proxy rules of the Commission apply only to the securities of 
the company, which are listed and registered on the national secu- 
rities exchanges. 

Senator Attorr. To bring this thing back into focus a little bit, to 
be sure we are eliciting material which is pertinent, isn’t it a fact that 
generally speaking the Securities and E xchange Commission would 
come into this particular field only by accident, : so to speak, by virtue 
of the fact that, for example, in some of these plans stock is offered ? 

Mr. Goopwin. That is right. 

Senator Axxorr. It is really an accident you are in it at all since 
you have no primary concern in it as certain other departments 
might—for example, the Internal Revenue Service. 


t 
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Mr. Woopsinr. I think that is correct. As I understood it, what 
was really wanted of us was an explanation of how our disc Dove 
provisions operate with respect to certain other areas, and also some 
discussion of the way in which our acts affect those situations where 
a security is offered in connection with the plan. 

Mr. Correr. I thought we were getting off the track meer at. 

Senator Atxorr. I was afraid we were; that was the reason I asked 
the question. 

Mr. Correr. We were hoping to gain some benefit from your experi- 
ence with respect to these disclosure statutes, and the *y are disclosure- 
type statutes. I was wondering if you could tell us, for instance, in 
connection with the administration of the 1940 Investment Company 
Act, just very broadly what type of information you elicited that 
might permit you by scanning the registrations and the forms filed 
todoa fairly good job of policing the operations of the company from 
the filings, and then to what extent you go out and conduct examina- 
tions in the field—that type of thing? C ‘ould you say something with 
respect to that ? 

Mr. Woopsipe. Well, every investment company has to register 
under the act. It does so by filing a registration statement which 
contains a complete description of the powers of the company, a finan- 
cial statement, a schedule which shows the securities in which the 
funds are invested, the sources of income, the nature of expenditures, 
the salaries of the people who operate it, fees paid to persons who 
might be employed to assist in the various aspects of the operation, a 
statement of the investment policies of the company, the rights of 
the security holders, including voting rights—all the aspects of a 
security which normally are of interest to anyone who is making an 
investment in a security. That basic document is supplemented peri- 
odically by annual reports, the most important part of which I think 
are the financial statements certified by independent auditors—show- 
ing changes in the portfolio, the nature of current holdings, and again 
the sources of income and the nature of expenditures—payments of 
fees, salaries, bonuses, emoluments, and everything in the nature of 
compensation—and the relation of those expe nditures to income. 

Mr. Correr. You examine these filings when they come in, of course. 
What field setup do you have, and to what extent do you make exam- 
inations to verify the information ? 

Mr. Woopsinr. We examine every registration statement. We ex- 
amine every annual report, and we look at the interim reports which 
may be quar terly or semiannually. 

Mr. Correr. That is done in your office / 

Mr. Woopsipe. That is done in our office. We rely heavily upon the 
independent certified public accountants who are required. to certify 
every financial statement submitted. 

Senator Auiorr. Only in the event you found something which vio- 
lated the law would you go beyond that report to the company itself, 
is that correct, or would you ever do that ? 

Mr. Woopsing. It goes a little beyond that. If we suspected a viola- 
tion of the law, we would investigate it. We have the power to investi- 
gate, and we very often do. We have testimony under oath if we think 
that is necessary. 

Mr. Correr. But you don’t have any requirement to make periodic 
examinations ? 
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Mr. Woopsine. We don’t make a field examination unless we think 
something is wrong. We have the power to do so. What more fre- 
quently occurs is that our analyst will review what the company says 
it has done or how it has done it, and frequently we will question the 
accuracy of the statements made. Our accountants very often will 
take issue with the method of accounting followed by the company, or 
the auditing procedures of the auditors, and where that occurs we have 
conferences with them. 

Senator AtLorr. Can you speak up so that these reporters can hear? 
I know that I can hear you, but they have a great deal of trouble. The 
acoustics in this building couldn’t be worse if they tried to make it 
worse, 

Mr. Woopstpr. When our accountants have some reason to question 
the accounting practices of the company, or the auditing procedures, 
we will raise those questions with the company, and very often secure 
an adjustment of the figures. That work with respect to the invest- 
ment companies goes on constantly, because the bulk of the investment 
companies are open-end companies which are selling securities con- 
stantly to the public by means of a prospectus, so that the reporting 
requirements of the 1940 act, the Investment Company Act, and the 
1933 act integrate very well. There is continuing supervision of the 
companies from the point of view of the disclosures that they make to 
the public and the security holders. 

Basically they are designed to prevent insiders taking advantage of 
the trust assets by transactions between themselves or their affiliates in 
the trust, the use of trust assets to purchase something in which they 
have interest, or to sell something from the trust to someone else per- 
haps at a price which might be questioned. There are provisions in 
the statute that permit the Commission to take action, if there should 
be a breach of trust. 

Mr. Correr. Apart from your supervision that you outline, how 
are the disclosure objectives translated to the public ? / In other words, 
what methods are employed, how is the information used that they 
file with you, how does it reach the investing public, aside from your 
supervisory efforts to keep the thing running wholesomely? What are 
the media by which the public becomes acquainted with their filings 
and the information contained therein ? 

Mr. Woopsipe. Are you speaking now of the investment companies? 

Mr. Correr. Well, but also perhaps across the board, under the 1933 
and 1934 acts. 

Mr. Woopsipe. Under the 1933 and 1934 acts—the 1933 act relates 
to the sale of securities; when you sell a security you have to deliver 
a prospectus to the purchaser. Under the 1934 act, which relates to 
securities traded on the exchanges and in the over-the-counter market 
to a limited extent, they are required to file their information annually 
or otherwise, with the Commission, and it is listed with the exchanges. 
It so happens that there is no requirement in the 1934 act that a com- 
pany must deliver a report to its stockholders unless there is a solici- 
tation of proxies; then they do have to deliver a report to the stock- 
holders. But that information which is filed with the Commission, 
and the stock exchanges, is always published, picked up and published, 
by the financial services, and receives wide dissemination. 


Senator Atiorr, And then in addition to that it is always available 
to the public? 
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Mr. Woopstwe. That is right. 

Senator Atiorr. To any individual who demands it? 

Mr. Woopsipe. Only the most unenlightened companies these days 
do not send reports to their stockholders. There are a few around 
that don’t. There are still some that don’t send good reports. But 
the matter of corporate reporting to stockholders at the end of the 
fiscal year has improved tremendously in recent years, and the fact 
that reliable financial information has to be published and filed in a 
public place I think has contributed to that, because it is not very 
easy for a company that files certified financial statements with the 
Commission and the stock exchanges to send out something else to 
their stockholders—that wouldn’t work very long. 

Mr. Reep. To bring out a point I think Mr. Cotter may have in 
mind 

Senator AtLotr. Will you speak up so they can hear you? 

Mr. Reep. It is required, is it not, under the Investment Act, that 
certain reports must be made to the stockholders of the investment 
trust ? 

Mr. Woopsivg. That is right, 

Mr. Reep. Does that include essentially the same material which 
has to be furnished to you, or is it somewhat a digest of it? 

Mr. Woopsipe. The annual report is substantially the same as that 
filed with us, and then there is a requirement for a quarterly report; 
isn’t that it? 

Mr. Greene. The requirement is for semiannual reports, but they 
must conform and be consistent with the reports filed with the Com- 
mission. 

Senator AtLorr. Well now, to follow you, your name is—— 

Mr. Reep. Reed. 

Senator AtLotr. I haven’t yet met you. How are you, sir? 

To follow that up, and I think this is a point we are interested in, 
is that report to the stockholders in a digested form, or would it 
contain all of the information which is required to be filed with you? 

Mr. Greene. It doesn’t contain all the information filed with the 
Commission, but it does contain the essential financial information 
with the Commission. 

Senator Attorr. And must conform to it? 

Mr. Greene. And must conform. 

Mr. Correr. Do you prescribe the forms in which it must be filed ? 

Mr. Greene. That is true. The financial information filed with us 
must be certified by certified public accountants. 

Mr. Correr. Do vou find from your experience that your certified 
public accountants’ statements are adequate and thorough enough and 
go deep enough so that your incidence of abuse or irregularity in these 
companies is few and far between ¢ 

Mr. Greene. Well, I don’t think that the reports are intended to 
cover all of the abuses that were discovered during the course of the 
Commission’s investigations of investment trusts in the period prior 
to the enactment of the Investment Company Act. However, it cer- 
tainly does give the investor the basic financial information which he 
as an investor would want to have to determine whether or not to con- 
tinue with the corporation or to sell his security. 

Senator Atxorr. I think it might be well for you just to digest from 
the statute the type of information that they do have to give. 








950 WELFARE AND PENSION PLANS INVESTIGATION 






Mr. Conen. Section 30 (d) of the Investment Company Act pro- 
vides in brief that every registered investment company shall transmit 
to its stockholders at least semiannual reports containing specified in- 
formation, with authority of the Commission to vary, add, and sub- 
tract from the items specified. The items specified, which were a for- 
mer guide to the Commission in the main, include information that is 
required on a balance sheet, accompanied by a statement of the aggre- 
gate value of the investment on the balance sheet date; a list of secu- 
rities owned on the balance sheet date; a statement of income itemized 
at least with respect to each category of interest and expense represent- 
ing more than 5 percent of the total income; a statement of surplus 
similarly categorized; a statement of adequate remuneration paid by 
the company during the report period to all directors and members of 
the advisory board for regular compensation, and also to each director 
and member of the advisory board for special compensation for all 
officers and to any person who is affiliated with the company—and the 
definition of “affiliated” under the act is a very broad and compre- 
hensive one. 

In addition, a statement of the aggregate dollar amount of pur- 
chases and sales of investment securities other than Government 
securities must be included. Then the section goes on to provide 
authority to the Commission to prescribe the formal content of the 
financial statements, to vary the items, more or less 

Mr. Greene. If I may interrupt, just to make the record accurate, 
the Commission does not have the power to add, it may subtract, or 
perhaps vary the form. 

Mr. Couen. I will read the statutory language: 

11. If in the judgment of the Commission any item required under this sub- 
section is inapplicable or inappropriate to any specified type or types of invest- 
ment company, the Commission may by rules and regulations permit in lieu 
thereof the inclusion of such item of a comparable character as it may deem 
applicable or appropriate to such type or types of investment company. 

That is what I mean my adding or varying. 

Senator Atiorr. Do you have another question along this line? 

Mr. Reep. I did. 

First, an investment trust cannot operate until it has registered 
with you and supplied the information. Then if they supply fraudu- 
lent information, and knowingly are misleading, or give incorrect 
information, is that a criminal act, are there penalties for that? 

Mr. Greene. Yes. That would be a violation of law. 

Mr. Reep. Thirdly, does the act contain any provision for regula- 
tion of trusts with respect to standards of operation? For example, 
managerial charges, percent of income which can be used by the 
management for running the trust? I take it it does not? 

Mr. Couen. Only in certain limited areas, related to special types 
of trusts, which we talked about. 

Mr. Greene. There is some power of the Commission to regulate 
unconscionable or grossly excessive sales commissions. Also there is 
a special type of trust known as the periodic payment plan, and 
the statute fixes the maximum sales charge in that case at 9 percent. 
Other than that, there is no discretion on the part of the Commission 
to limit management fees or expenses. 

Mr. Goopwin. But it is all a matter of disclosure. 

Mr. Greene. Yes; it is fully set out. 
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Senator Attorr. Gentlemen, I think that just about concludes our 
session, and I want to express the appreciation of the committee and 
myself personally to you for your cooperation and help. I hope 
you get a good night’s sleep. 

Mr. Goopwin. Thank you. I am sorry I didn’t have time to give 
you a prepared statement of some kind. 

(Whereupon, at 4:52 p. m., the subcommittee adjourned.) 
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MONDAY, NOVEMBER 28, 


UNIrep STATES SENATE, 
CoMMITTEE ON LABor AND Pusiic WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDs, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10 a. m., in room P—68 
United States Capitol, Senator Paul H. Douglas (chairman) 
presiding. 

Present: Senators Douglas, Neely, Ives, and Allott. 

Also present: Paul J. Cotter, chief counsel and staff director: 
Louis S. Reed, research director, and Francis X. Plant, chief 
investigator. 

Senator Doveras. The hour of 10 o’clock has arrived. The com 
mittee will come to order. I shall make a brief preliminary state 
ment and then we will proceed with the first case. 

As you know, this abe ommittee of the Senate Committee on Labor 
and Public Welfare, at the direction of Congress, initiated last year a 
study of welfare and pension plans. At that time it was under the 
chairmanship of Senator Ives, of New York. Two interim reports 
have been published to date and hearings were held in March of this 
year. 

The hearings we are beginning today, as well as the hearings in 
March, are for the purpose » of assisting the subcommittee in arriving 
at conclusions with respect to the need for additional legislation in 
this field. They are not in any sense trials, either civil or criminal, 
of the persons involved. The legislative committee is not a court. 

Private welfare and pension programs in the dimensions which we 
know them today have developed largely within the last 10 years. 
They are relied on by tens of millions of employees and their fami- 
lies to help meet the contingencies of sickness and provide for old age. 

Billions of dollars are contributed annually to such programs 
probably at least $5 billion. We have had pretty well founded esti- 
mates that $2 biilion a year is contributed for welfare plans and $3 
billion for pension plans. Reserves in an amount which will make 
a substantial impact on our economy are being accumulated and in- 

vested to meet the needs and claims of the future. 

These programs have developed under a system of voluntary agree 
ments. There is great diversity in the types of such plans resulting 
from the characteristics of different industries and localities. There 
are contributory plans and other plans for which the contributions 
are supplied solely by management. There has been bargaining on a 
cents-per-hour or a percentage-of-payroll basis, or so much per unit 
of output, and on a level-of-benefits basis. 
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There are funded and unfunded pension plans, insured and self- 
insured plans, and varying combinations of all the above. As there 
are easily 100,000 of these plans in the country, a very complex picture 
results. 

it has been heartening to review many plans of all types that are 
being operated honestly with a high sense of responsibility on the 
part of all persons concerned. I think it is fair to state at the out- 
set of these hearings that the proportion of abuse or dishonesty seems 
to involve but a minor percentage of the programs. I wish, however, 
that I could state that the opportunity for abuse under existing con- 
trols is limited. Therefore, of course, important considerations gov- 
ern us in ascertaining w hether legisli ition is necessar y for the conserva- 
tion of such funds and for the protection of the beneficiaries, 

It might appear from positions already taken by various inter- 
ested groups in industry and labor and from conferences and con- 
tacts by the subcommittee staff with numerous persons in this field, 
that there is already considerable accord with respect to the feasibil- 
ity of a disclosure statute at the Federal level requiring facts and 
figures on the operation of certain types of plans, namely, the Taft- 
Hartley, or labor-management, jointly administered programs. With 
respect to man: igement- ‘administered plans, there is not, however, this 
accord at present. The plans and cases selected for review in the 
ensuing hearings were chosen to help us resolve some of these issues 
and problems. As I have previously stated, we believe we can learn 
from the well-operated plans as well as from the plans in which mis- 
takes, or worse, appear to have been made. 

It is hoped that the hearings will not only assist the subcommittee, 
but will be of educational value to the m: iny who are so vitally inter- 
ested in these programs and who desire to operate them by sound 
standards which will avoid undue losses and prevent disappoint- 
ment or worse on the part of the beneficiaries at some later time. 

I wish to thank in advance all who will take part in these hearings, 
to express on behalf of myself and the other subcommittee members 
our deep appreciation. I also wish to thank the staff for their very 
efficient and devoted work. 

The first matter we will take up this morning will be the insurance 
programs of the UAW-AFL Amalgamated Local 286, Chicago, Il. 

I may say that we will call several witnesses, but since the chair- 
man believes very strongly that those referred to should have a chance 
to reply at the same meeting of the committee so that their story may 
go out to the world alone with other statements, we will try to make 
certain that Mr. Inciso and Mr. Doria, if they care to testify, may take 
the stand at 11:30. So they will have full opportunity to make a 
statement. i 

The first witness I am going to call this morning is Mr. Francis 
Plant, a member of the committee staff who is in charge of the inves- 
tigation of VAW-AFL Local 286, Mr. Plant. 

Mr. Plant, will you sit down. Will you raise your right hand? Do 
you solemnly swear or affirm that the testimony you are about to give 
is the truth, the whole truth, and nothing but the truth, so help you 


God? 


Mr. Puant. I do, sir. 
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Senator Doveias. Mr. Plant, will you sit down there and tell your 
story as you see it, with such documentary evidence as you may 
have. 


TESTIMONY OF FRANCIS X. PLANT, CHIEF INVESTIGATOR, SUB- 
COMMITTEE ON WELFARE AND PENSION FUNDS 


Mr. Puianr. As a preface, Mr. Chairman, I might point out that 
the investigation in this case was conducted not only “ myself but 
by other members of the subcommittee staff and the information I am 
ona to give emanates from reports filed by all of us. I would also 
like to point out that our investigation in this case has necessarily 
been limited, and made very difficult for us to secure a full picture, 
because of our inability to secure access to the records of local 286. 

Local 286 is a local of the United Automobile Workers of America, 
AFL. Its affiliated international is located in Beverly Hills, Calif. 

Our first approach to the union was through a Mr. Angelo Inciso 
on October 5, 1955. At that time the approach was made by Mr. 
Cotter and another staff member. At the outset of the interview, Mr. 
Inciso was very antagonistic and very suspicious of the staff members. 
He stated it was his opinion we were conducting this investigation for 
ulterior motives. However, later in the interview he calmed down 
somewhat and proceeded to give the staff members information relative 
to his union and his plan. 

He said to the general effect that the union has about 5,000 members : 
it has organized around 35 companies; that it is an industrial union 
and that it does not confine itself to the automobile and automobile 
accessories field. In other words, it takes whatever company it can get. 

Relative to his insurance plan, Mr. Incisco said he was very proud 
of the plan, that it was very scrupulously handled within the union 
and he would welcome any Senate’subcommittee taking a look at it. 

He told us that each month the employee member pays a sum of 
$9.15 in dues. He broke this down, saying that $3 was union dues 
and $6.15 is put into a fund for the purpose of buying insurance. He 
further stated that. the funds for this plan—that is, the $6.15—were 
arrived at through collective bargaining, for specific cents per hour, 
with the employer; ; that the employer then increased the employee's 
wages by this much and the employee union member paid directly to 
the union as dues, an amount which, as I have stated, includes both 
actual union dues and group insurance coverage. 

At the time of this interview, Mr. Inciso also provided Mr. Cotter 
with information relative to the amount of premium paid by the local 
to the insurance company during the period from November 15, 1954 
to October 1, 1955. He also provided a corresponding figure for the 
amount of claims paid. He told us that the policy that he had origi- 
nally was with the Continental Assurance Co. of Chicago, Il., during 
the period August 1951 until November 1, 1954; that as of the latter 
date, it had been changed to the American Continental Insurance Co, 
He indicated that one of the reasons for the change was that Conti- 
nental Assurance Co. was too loose in the handling of claims. 

At that time arrangements were made, or it was understood arrange- 
ments were made, that we could look at the books in the union when we 

62033—56—pt. 3 —9 
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so desired. Subsequently, on two other oceasions I contacted Mr. 
Inciso, once by telephone, once in person. In each instance he rather 
belligerently Sacked ean any access to the records. 

We made investigation of Continental Assurance. Briefly we 
found there that the policy had rested with that carrier during the 
period which I have previously mentioned, between August 1951 
and November 1954. 

Senator Doveias. That is Continental Assurance? 

Mr. Piant. That is right, sir. 

The records at Continental reflected they had had some trouble 
with Mr. Inciso and, contrary to what he had told us, the informa- 
tion in Continental’s files was to the effect that their difficulty with 
Inciso rested in the problem of claims, but their contention was that 
he did not want to pay claims which were honestly and legally due. 

During the time the case was with Continental Assurance, that 
company paid 3 dividends totaling approximately $29,000. We 
traced those dividends and located them as having been deposited in 
the account of local 286 at the Pioneer Trust & Savings Bank in 
Chicago. 

We also conducted an investigation at the Illinois State Depart- 
ment of Insurance. There we found that the American Continental 
Insurance Co., which at this time has the policy for local 286 

Senator Doveias. Now, this has a name similar to Continental As- 
surance, but it is different. The new company to which you referred 
is American Continental Insurance? 

Mr. Piant. That is right, and it is located at 10 South LaSalle 
Street in Chicago. It is ‘also what is known as an assessment legal 
reserve life company. It was originally incorporated in Springfield, 
Ill., in 1949. In November 1954, it was purchased by a Mr. Charles 
Lucenti. ‘The home office of the company was moved to Chicago at 
the address which I have mentioned. 

According to the records of the Illinois State Department of Insur- 
ance, Mr. Lucenti was, as I stated, president. A Marvin J. Peters, a 
Chicago attorney, was secretary and treasurer, and a Harry S. Tressel 
& Associates were actuaries. The directors were, according to these 
records, Lucenti, Mr. Inciso, Mr. Peters, a Mr. Mario Napel, who is a 
nephew of Mr. Inciso’s, and a man by the name of Titus Haffa. 

After failing to get access to the records at the local level, we re- 
viewed the records of American Continental Insurance Co. We ar- 
ranged to do that through an interview with Mr. Lucenti and Mr. 
Peters. They were very cooperative. Mr. Lucenti explained to us 
the circumstances under which he had purchased this company, and 
that briefly was to the effect that he and Mr. Haffa owned a number of 
business concerns in Chicago, and they thought that it would be a good 
thing to buy this company and use it to place the union insurance busi- 
ness which might emanate from these plans. 

He explained Mr. Inciso was in the picture because he had known 
Mr. Inciso through the fact that the latter had organized some plants 
which he owned ; that he had known him for a period of years and that 
the biggest group plan which the company had pertained to local 
286, of which Mr. Inciso was president. He explained that the com- 
pany was actually run by an executive committee consisting of him- 
self, Mr. Lucenti, Mr. Peters, and Mr. Inciso. 
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I might refer again to the limitations on this investigation. When 
we went into the insurance company, our work was still made difficult 
because of the lack of some records there. And we asked where the 
records were and were told that they were in the union office. 

At the time we examined the records of the insurance company— 
that is American Continental—they had one full-time employee there, 
Mrs. Evelyn Cline, who was very cooperative with the statf. They 
also had a part-time employee, Mr. Albert Inciso, the son of Angelo. 

Now, from the records available at the insurance company, we were 
able to determine some data relative to the operation of this plan at 
the union and insurance-company level. We were able to determine 
this through the fact that the employers, when they sent their money 
in, transmitted it with two copies, whereon there was set forth the 
names of the employees, the amount of dues, the amount of insurance 
that was being paid for the member and for the dependents. The 
union, when they would get those lists, would then send one copy 
to the insurance company. So from those lists, we were able to ascer- 
tain that, during the period from October 1954 which, | might point 
out, is prior to the time that American Continental was in the hands 
of Mr. Lucenti, there was remitted to the union by the employers a 
total of some $412,000. 

Now, of that amount, two-hundred-and-seventy-nine-thousand-and- 
some-odd dollars pertained to insurance. ‘The remainder of the money 
pertained to dues and initiation fees. Of this two-hundred-and- 
seventy-nine-and-some-odd dollars that the union got, they forwarded 
to the insurance company—American Continental—a total of $242,- 
318.80. They thus retained out of that money from the employers 
$37,484.80, and they did that through two mediums: 

First, they deducted from the net premium 4 percent for adminis- 
tration purposes. Now, with reference to the 4 percent, we could 
find no record in the insurance-company offices of any agreement 
authorizing the union to deduct that amount from their premium, 
or by which the union was to do the administration in this case. 

The second method by which this money was retained was that, in 
many cases, the $6.15 in premiums which the employers remitted to 
the union was then transmitted to the insurance company. at a rate 
of $5.15. They just deducted $1 of the premium for members. They 
didn’t bother the premium for dependents. 

In that way the union for that period—October 1954 to September 
30, 1955, the union 

Senator Ives. Was that in addition to the 4 percent 

Mr. Piant. No; it included the 4 percent, Senator. 

Mr. Cortrer. $37,000 included the 4 percent ? 

Mr. Piant. That is right. 

Mr. Correr. But the 4 percent was not taken out of the dollar? 

Mr. Piant. That is right. 

Actually, the breakdown as far as we could get it from the records 
available to us—and there were a number of discrepancies that we 
found. The figures, for instance, that Mr. Inciso gave Mr. Cotter as 
to premiums paid and claims paid did not coincide with the figures we 
found in the insurance company. The figures as to premiums paid or 
remitted by the employers as indicated on their sheets did not agree 
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with the information that Mr. Inciso gave us and did not agree with 
what we found in insurance company books. 

Mr. Correr. Did you develop to your satisfaction how you were able 
to determine that this dollar was not remitted to the insurance com- 
panies as sent in by the employers ? 

Mr. Puant. The insurance company had in its possession, Mr. 
Cotter, a copy of the letter of transmittal which the employer sent to 
the union. Now, that letter gave, as I have previously mentioned, the 
names of the employees, the rate of premium which was being paid for 
members, and the rate which was being paid for dependents, and then 
also dues and initiation fees. Those lists showed that the rate being 
paid by the employer was $6.15. Yet we also had copies of recap 
sheets which were prepared in the union office and sent to the insurance 
company, on which the premium rate for these companies was listed 
as $5.15, so they got $6.15 and they transmitted $5.15. 

Senator Doveras. You have document: iry evidence to support that, 
Mr. Plant? 

Mr. Puanrt. Yes, sir. I might also state that from the records of 
theinsurance company, of the net premium received by the company, 
$219,859.22, the insurance company paid claims of $135,635.41, or 
almost 62 percent of the net premium. All these claims are paid at 
the union office. The union draws a draft on the company and all 
details of it are handled in the union office. 

There were some thirty-odd employers contributing to this par- 
ticular plan. The staff were able to contact 12 of those employers. 

As a result of our contacts with those employers, we found that of the 
12, the cost of the insurance for the employees was being met by the 
employer alone in 8 of those plants. 

Now, that is in contradiction to what Mr. Inciso originally told us, 
wherein he stated that the employees were granted wage increases to 
cover the cost of insurance, and that they paid the insurance 
themselves. 

Mr. Correr. The members and employees paid the insurance di- 
rectly into the union / 

Mr. Pant. That is correct. 

Senator Dovenas. As a matter of fact, now what you are saying is 
that the employers—— 

Mr. Piant. I am saying that in 8 of the 12 companies we contacted, 
Senator, the cost of the insurance for the employees is being borne 
by the employer, alone. 

Senator Doveias. Were there increases in wages at the time the 
plan was put into effect # 

Mr. Piant. If you will give mea minute. 

In one of the cases, in the ninth case the employees were given a 
wage increase to cover the cost of insurance. In that particular case 
the employer checks off from the employee’s wages the premium due 
and transmits it tothe union. In the 10th case, the employee i is bear- 
ing the entire cost of the insurance. He wasn’t given a raise as far 
as we can determine. He just bears the entire cost of it. 

In the 11th case, the employees were granted a wage increase 
and then the employee arranges to pay for his own insurance. That 
is, a union steward comes to the plant and he pays him there. 
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Senator Ives. Mr. Plant, in these instances where the employer was 
normally bearing the whole cost of insurance, is that a part of any 
collective bargaining agreement ¢ 

Mr. Puanr. In only two of the cases did we find the question of in- 
surance mentioned in a collective bargaining agreement. 

Senator Ives. Were those two included in that number where the 
employers were bearing the whole cost ¢ 

Mr. Puiant. I would have to check my notes. If you can give me 
a minute, I can tell you. 

No; they were not. The two cases where it is mentioned in the col- 
lective bargaining agreement, it calls for an increase in wages and to 
cover the cost of the insurance. In the particular cases where the 
employer is paying for it alone, it is not mentioned in any bargaining 
agreement. 

Now, that is a peculiar thing we found in this investigation. In 
only two cases was the matter of this insurance mentioned in the col- 
lective bargaining agreement. In all the other cases, it was not the 
subject matter of any agreement. It was just an oral understanding 
between management and Mr. Inciso. We questioned several of the 
companies about this—about the unbusinesslike aspect of doing some 
thing like this, and they just told us that that is the way it was done 
and, in other words, that’s it. 

In the final case that we examined, the 12th case, the employees 
were granted a wage increase to cover a premium rate of $5.15—in 
other words, just the amount that the union remits to the insurance 
company. But after that, Mr. Inciso went to the company and in 
sisted that the permium rate should be a dollar more, or $6.15. In 
that particular case the company merely paid the dollar itself; $5.15 
comes from the employee, and the company pays the extra dollar. 
They send the $5.15 by one check and they send the dollar by another. 
The $5.15 is transmitted to the insurance company, the union retains 
the dollar. 

Mr. Correr. There is one company you contacted where the em- 
ployer contributed at the rate of $7 and the employees were given 
some additional benefits. How much of that $7 was transmitted per 
employee to the insurance company ¢ 

Mr. Piant. That comany is a little confused as to the transmittal. 
Basically, he still takes the dollar, but in other instances than in that 
‘ase, the executives there pay $10.87 for their coverage in that com- 
pany. 

Now, for instance, in the first month, when that company was in 
the plan, they erroneously transmitted only $7, so therefore they owed 
$3.87. They sent that the next month for the three executives and 
the union just retained it all. They didn’t bother to send it on. But 
generally, in that case they send—out of the $7 which the company 
pays, the union sends on $6. 

Mr. Correr. Go ahead, Mr. Plant. 

Mr. Prant. Well, I think as far as I am concerned, Mr. Cotter, that 
summarizes the investigation. 

Senator Doveras. There are a few questions I would like to ask. 
Did the union at any time make a claim that the money which they re- 

tained was payment to them for administering the claims for benefits ? 
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Mr. Prant. We never had any opportunity to discuss the thing with 
the union at length at all, Senator. During the two times I talked 
to Mr. Inciso—on the phone once and in person a second time—we 
never got that far. He was questioning my right to be talking to him 
and to be in his office without a subpena, and he was going to have 
me—when I was in his office, he was going to have me arrested for be- 
ing there without a subpena. Needless to say, he didn’t do that. But 
I never got that far with him, Senator. 

Mr. Correr. Well, it is rather apparent that the 4 percent deducted 
from the contributions is for administration by the union? 

Mr. Piant. Yes; I can say this, Senator, that we know from other 
sources that there are two girls in the union office, one who handles 
premiums coming in and the issuance of checks, and the other who 
handles claims. Now, it is our understanding that those girls are 
paid by the union. 

Senator Doveras. Senator Ives 

Senator Ives. Thank you. 

Mr. Plant, did you have an opportunity at any time to talk with any 
of the union members, themselves ? 

Mr. Puant. No, sir; we did not. 

Senator Ives. Do you know whether there was any criticism on the 

art of the union members with regard to this $1 that was being with- 
field ? 

Mr. Puant. I have no personal knowledge; no, sir. 

Senator Ives. You do not know whether the union members ap- 
proved of it or not; do you? 

Mr. Puant. No, sir; I do not. 

Senator Ives. Thank you. 

Mr. Correr. Do you have any indications that they knew about it, 
or do you have any indications that they did not know about it? 

Mr. Prant. I have no indications myself, Mr. Cotter. Perhaps 
some of the other staff members might. 

Senator Doveras. Senator Allott 

Senator Attorr. Did any evidence come into your hands of any re- 
ports being made to the union membership, by the union on that? 

Mr. Puant. No, sir; the only thing that came into our hands, Sena- 
tor, was a copy of a mimeographed letter addressed to the union mem- 
bers from one of the companies, which was distributed, according to 
the company, in February 1955, and all that gave to the union members 
was information that the benefits with respect to dependents were 
going to be increased and that the cost of that coverage would be 
increased. 

Senator Arnorr. Going back to the cross-examination of Mr. Gal- 
lagher in the Tuck Pointer’s case by myself, concerning this same 
situation—you will remember that, I am sure—was there any indica- 
tion that the union membership was being informed, or was informed 
at any regular periods, by any kind of a report as to what was hap- 
pening in this fund? What disposition was made of the moneys? 
What commissions were paid, if any? What amounts were retained, 
or anything of that sort? 

Mr. Puiant. First, we know of no information that was given to 


union members. I don’t know whether it was or was not given to 
them. 





WELFARE AND PENSION PLANS INVESTIGATION 96] 


Senator AL.orr. It did not come to your attention? 

Mr. Piantr. That is correct. 

Secondly, the only thing we know about commissions is that the 
insurance company pays in this case a flat 2-percent commission to 
Mr. Salvatore Oddo. We questioned Mr. Oddo with regard to his 
receiving commissions in this case. We determined that he is a 
licensed broker in the State of Illinois. He stated that he had been 
connected with the union and with this particular plan since its in- 
ception; that, though he was not doing too much with the case at 
present, he considered the commission which was being paid to him 
was repayment for work he had done in starting this insurance pro- 
gram and during the time it was with Continental Assurance. 

Senator Dovetas. Mr. Plant, have you testified as to the amount 
of the commissions which Mr. Oddo has been receiving ¢ 

Mr. Pianr. No, but I can give you that information, Senator. I 
will have to qualify the information to say that it differs in accordance 
with the source from which we secured it. 

In one place we found that Oddo received total commissions of 
$4,267.57. Now, as far as we can ascertain, that commission figure 
applies to all of the group policies which American Continental In- 
surance Co. has issued, and on which Oddo is the broker. As far as 
we could determine from the records of American Continental, with 
particular respect to group policies issued to local 286, he received a 
total of $3,999.32 in commissions during the period January 1955 
through September of the same year. 

Senator Doveras. That is at the rate of something over $4,000 a 
year. 

Mr. Prant. That would be right. 

Senator Doueias. Had that commission been paid from 1951 on, 
when the account was with Continental Assurance ? 

Mr. Piant. Not to Mr. Oddo, Senator. When the case was with 
Continental Assurance, the brokers were two gentlemen in Milwaukee, 
Wis., in which place this particular local originated. 

Mr. Correr. Is Mr. Oddo employed by the union, do you know? 

Mr. Piant. Mr. Oddo told us he acts as an attorney for the union 
and for Mr. Inciso. He is also employed as an arbitrator for the 
Industrial Commission of the State of Llinois. 

Mr. Correr. This $29,000 in dividends paid by Continental As- 
surance—you said you traced it into a union account of local 286% 

Mr. Piant. That is correct, sir. 

Mr. Correr. Did you determine whether they had a special account 
for the handling of this insurance fund? 

Mr. Pianr. We determined they had one main checking account in 
the bank which I mentioned, the Pioneer Trust & Savings Bank. 
They do have a building association account in that same bank. That 
account was opened in December 1953, and from our examination 
thereof, the deposits therein and withdrawals therefrom were ex- 
tremely infrequent, and the balances were very low. We did learn 
from other sources that all the money received ‘by the union for pre- 
miums, union dues and initiation fees went into that main checking 
account at Pioneer, which I previously mentioned. 
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We also located at the same bank a credit union account upon which 
Mr. Angelo Inciso had no authority to sign. With respect to the 
main account, Mr. Inciso, at this time, is the only one authorized to 
draw on the account, according to the signature card in the bank. He 
is the only one authorized to sign on the building association account. 

Mr. Correr. Then, all the funds—union dues, money from any 
other sources, including these contributions that are sent in by em- 
ployers—go through this union account and then checks are drawn 
on the account in payment of the premium ¢ 

Mr. Puan. That is correct. That is our understanding. 

Mr. Correr. Who did you say had the sole power over that ac- 
count é 

Mr. Puant. At the present time, Mr. Inciso. 

Senator AxLvorr. I am interested in the transfer of this account 
from Continental Assurance to American Continental. What were 
the circumstances of that transfer? Did you find that out? 

Mr. Pianr. The only thing Continental Assurance knew about it 
was (1) it was transferred. Information in their files indicated, as 
I previously mentioned, Senator, that they had had considerable 
trouble with Mr. Inciso in that he didn’t want to pay what they 
termed “just and legal claims.” Generally speaking, that company 
didn’t know why the case was transferred. 

Senator Auiorr. But the company which came into the hands 
of and ownership of Mr. Lucenti and this crowd of people—Mr. In- 
ciso became a director of that company, and what salary did he 
receive as a director? 

Mr. Piant. None of the officers of American Continental received 
any regular salary. At the time of the purchase of the company, Mr. 
Lucenti expended a total of $40,000. Subsequent to that original 
investment, he put in a sum of $50,000 for a total of $90,000. 

Now, in this particular type of company, they issue what is known 
as guaranteed fund certificates instead of stock. When Mr. Lucenti 
bought the company for $40,000, he got therein $25,000 worth of guar- 
anty fund certificates. The $15,000 difference between what he paid 
out and what he got in fund certificates, it was agreed would be repaid 
to Mr. Lucenti as a salary at the rate of $1,000 a month for a period 
of 15 months, beginning in October 1954. That is the only salary, so 
far as we can determine, that is being paid by the company, with the 
exception of the salary that. of course, was being paid to Mrs. Cline 
at. the time we were there, and to Mr. Inciso’s son. 

Senator Atitorr. What interest did Mr. Inciso have in the com- 
pany ? 

Mr. Pian. According to Mr. Lucenti, none. Of course, we haven’t 
discussed the matter with Mr. Inciso. 

Mr. Correr. He is chairman of the board of directors and manager 
of the company ¢ 

Mr. Puan. Mr. Inciso conducts the day-by-day operations of the 
company, we understand. 

Senator Attorr. He is president of the union ? 

Mr. Puant. Yes, sir. 

Senator Atuort. He is also president of a company which in actual 
effect is under his control, too? 

Mr. Puant. He is presently chairman of the board of directors and 
is a member of the executive committee. 
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Senator Atvorr. And is in charge of the actual day-by-day opera 
tions of the company ? 

Mr. Puant. So we were told. 

Senator AL.orr. So, in actuality from the standpoint of personnel, 
the whole matter could just as well be handled out of his office / 

Mr. Puanr. It was our understanding it more or less is, Senator. 

Senator Atiorr. The American Continental Insurance, then, is only 
a blind, is it ae A legal-entity blind for an insurance carrier? 

Mr. Piant. I don’t like to draw that conclusion, Senator. The com- 
pany does have some four-hundred-odd ordinary life policies which 

came with the company at the time it was purchased. It also has 
about 5 other group policies outside the union. 

Senator Atvorr. Those are group policies controlled by Mr. Lucent: 
and his associates ? 

Mr. Puanr. I said that was the reason Mr. Lucenti gave us for pur- 
chasing the company. That he expected to place therein and get 
group insurance business from the—— 

Senator Axxorr. In other words, what I am getting at, $40,000 
was sufficient to buy this company and control it, was it not? 

Mr. Puan. That is right. 

Senator Atiorr. In that respect it was like the California Life Co., 
except not as big and not as powerful as that, in the laundry workers 
case ¢ 

Mr. Puant. That is correct. 

Senator Ansorr. It was not much of an insurance company if 
$40,000 could buy it and control it, was it, Mr. Plant? 

Mr. Piant. No, sir. 

Senator At.orr. That is what I wanted to bring out. That is all 
I have, Mr. Chairman. 

Senator Dovetas. Mr. Cotter has another question. 

Mr. Correr. Have you described sufficiently the part that Anthony 
I. Doria played with respect to this particular endeavor and how the 
books appeared to _ partly under his control ¢ 

Mr. Piant. No; I didn’t mention Mr. Doria, and I am sorry. The 
financial secretary of local 286, so we were told, was a Mr. Anthony 
Doria. Mr. Inciso told us Mr. Doria was the only official of the local 
who was not elected. We ascertained Mr. Doria was also international 
secretary of this particular union and was located in Beverly Hills, 
Calif. 

We determined from sources that there were really no formal books 
and records maintained in the local in Chicago, and that if any formal 
books and records were maintained, they were kept in the international] 
office in Bev erly Hills, and that this particular procedure was followed 
at Mr. Doria’s suggestion. 

Senator Dovetas. You subpenaed the records at local 286 and Bev- 
erly Hills, both, did you not ? 

Mr. PLant Yes, sir. 

Senator Dovenas. Have you obtained them yet? Have they been 
transferred to you? 

Mr. Puanr. Not yet, sir; no, sir. 

Senator Doveias. Are there any further questions ? 

Thank you, very much. 

Senator Doveras. The next witness is Mrs. Evelyn Cline, 755 West 
Buena, Chicago, Il. 
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Would you raise your right hand : Do you solemnly swear, or affirm, 
that the testimony which you are about to give is the truth, the whole 
truth and nothing but the truth, so help you God? 

Mrs. Curve. I do. 


TESTIMONY OF MRS. EVELYN CLINE, CHICAGO, ILL. 


Mr. Correr. Mrs. Cline, you probably do not do this every day, but 
we will just discuss this in an informal way. 

For a time, were you associated with the American Continental In- 
surance Co. ¢ 

Mrs. Ciine. Yes, sir; I worked for the American Continental in 
Springfield, and I came up with the company when it was moved to 
Chicago. 

Mr. Correr. And your employment—that was from about what 
period ? 

Mrs. Ciinr. Well, in May 1952, and then I left there November 27 
of this year 

Mr. Correr. You left November 27 ? 

Mrs. Cine. Yes, sir. 

Mr. Correr. Could you describe very briefly the type of company 
American Continental is? 

Mrs. Cirnr. American Continental is an assessment legal reserve life 
company which means, in order to form the company in ‘the first place, 
the men or the directors who organized the company had to have a cer- 
tain number of policies and a certain amount of money at the time of 
organization. 

Mr. Correr. Does that also mean that the policyholders are liable 
to an extent ? 

Mrs. Curve. Yes, there is a clause in all policies stating the fact 
that at any time assessment may be made, according to the amount 
needed in the case of emergency, to the company. 

Mr. Correr. What were the objectives, if you know, of forming 
this company, originally ? 

Mrs. Crine. Well, Mr. L. W. Nimmo, in Springfield, had organized 
a small company for selling insurance to teachers under the Illinois 
Educational Association. This company went over so well that he 
wanted to make it a stock company, so he organized the Horace Mann 
Life Insurance Co., naming it after the founder of American educa- 
tion. This little company was called the Illinois Educational Asso- 
ciation, and at the formation of the Horace Mann, they changed the 
name of the little company to American Continental Insurance Co. 
It was therefore retained for the purpose of placing the nonteacher 
business—the families of the teachers and instructors who wanted to 
he insured—because the organization of Horace Mann was principally 
for educational people. 

Mr. Correr. Was this company active during all of its existence, 
from 1949 to date? 

Mrs. Crine. Well, it has been active to a certain extent. When they 
first organized it, it grew quite rapidly. And then from the time I 
went there until it came to Chicago, it just lay more or less dormant. 
You might say we just held our own. 


Mr. Correr. Were you the only employee during a part of that 
time? 
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Mrs. Curing. Yes, sir. 

Mr. Correr. Then, in late 1954, the company was purchased by 
Mr. Lucenti and associates ¢ 

Mrs. Curne. Yes, sir. 

Mr. Correr. Do you know how Mr. Haffa came into the picture? 

Mrs. Curve. Yes. As Mr. Lucenti had told Mr. Plant, they wanted 
to insure several of the larger companies and, as you well know, the 
assets and surplus of the company weren’t too large. 

Mr. Correr. What were they, Mrs. Cline? 

Mrs. Cuine. I would say, roughly, around $140,000 at the end of 
last year. 

Mr. Correr. How great were they before the purchase ? 

Mrs. Curing. They were around $37,000—$40,000, probably, because 
that was the purchase price. Right in that neighborhood. 

Mr. Correr. You were going to tell about Mr. Haffa. 

Mrs. Cirng. One of the companies they wanted to insure was Cook 
Electric, which is a company belonging to Mr. Haffa, so Mr. Haffa 
put in $50,000, along with Mr. Lucenti, in order to increase the sur- 

lus of the company. Now, this money was put on deposit with the 
State of Illinois, bringing our deposit up to $101,000. 

Mr. Corrrr. When the office of the company was transferred from 
Springfield to Chicago, in connection with the purchase by the Lu- 
centi group, did the directorship and the officials of the company 
change? 

Mrs. Crrne. Oh, yes. 

Mr. Correr. And who were the new directors and officers of the 
company ; can you tell us? 

Mrs. Curne. The officer who was elected in Springfield at the meet- 
ing before the company was moved to Chicago was Mr. Charles G. 
Lucenti, president and—now, I am not just sure. There was a change 
as soon as they came up to Chicago. 

Mr. Correr. Could you just tell us briefly who the officers were 
after the company got going under new management? 

Mrs. Cuine. After we came up to Chicago? 

Mr. Correr. Yes. 

Mrs. Curne. Mr. Lucenti was president, Marvin J. Peters was sec- 
retary and treasurer, and—I believe I am wrong on that. Arthur 
Glesener was elected secretary, and Mr. Marvin J. Peters was treasurer. 
That was at the beginning of the business in Chicago. 

Mr. Correr. Who ended up as chairman of the board? 

Mrs. Cine. I don’t believe they had a chairman of the board at their 
first 

Mr. Correr. I am not talking about the first or second, but there 
was a transition over to an entirely new management ? 

Mrs. Crine. That is right. 

Mr. Correr. Who eventually came out as chairman of the board ? 

Mrs. Curing. Mr. Inciso. 

Mr. Correr. Did he hold any other positions? 

Mrs. Curnz. He was a director. 

Mr. Correr. He would have to be a director to be chairman of the 
board, but was he active in the management of the company ? 

Mrs. Crinr. Oh, yes, sir. 

Mr. Correr. To whom were you instructed to be responsible ? 

Mrs. Curne. To Mr. Inciso. 
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Senator Doucias. Who instructed you to that effect ? 

Mrs. Curne. Mr. Inciso. 

Senator Dovétas. Mr. Inciso told you that you were to be responsible 
to him? 

Mrs. Cringe. That is right. 

Senator Dove.as. Not Mr. Lucenti? 

Mrs. Curve. No. 

Mr. Correr. Did Mr. Lucenti or Mr. Peters accede to that in- 
struetion ¢ 

Mrs. Cine. Oh, yes. 

Mr. Correr. Did you ask them if you would be responsible to Mr. 
Inciso? 

Mrs. Curve. That is right. 

Mr. Correr. Did Mr. Inciso spend much of his time at the insur- 
ance company office ? 

Mrs. Curne. No, sir. 

Mr. Correr. How much time? 

Mrs. Cine. I would say he averaged a day a week, perhaps. He 
would come in intermittently. Sometimes he w ould come in a couple 
of times, and other weeks he might not even come in at all. 

Mr. Correr. Did he give you instructions by telephone or otherwise? 

Mrs. Cringe. Yes. 

Mr. Correr. You were in contact with him daily ? 

Mrs. Crine. Right. 

Mr. Correr. Will you give us briefly the circumstances under which 
American Continental took over the insurance from Continental As- 
surance Co. ? 

Mrs. Crine. I know nothing about that, Mr. Cotter, except that 
the premium was sent in to the American Continental Insurance Co. 
and I was informed that it was the premium for the UAW. 

Mr. Correr. Did you have anything to do with the preparation of 
the policies? 

Mrs. Cuine. No, sir, I didn’t. 

Mr. Correr. Did you ever review the policies that were written on 
this local 286 group ¢ 

Mrs. Curne. I reviewed them to the extent—about all I knew of the 
policies directly was the premium. You see, I was in charge of the 
accounting, more or less, and I knew the premium on the policy and the 
coverages that the people had and were entitled to. 

Mr. Correr. Did you raise any question with Mr. Inciso about the 
form in which this master policy was 

Mrs. Curve. I do not understand the question. 

Mr. Correr. What is required in connection with a master policy 
written on a group of this kind? Does it require an application ? 

Mrs. Curing. Yes, sir. 

Mr. Correr. Was there an application on this policy ? 

Mrs. Curne. Yes, sir, there was an application but the application 
was never signed. 

Mr. Correr. Did you take that matter up with Mr. Inciso? 

Mrs. Curne. Several times, yes, sir. 

Mr. Correr. What was his position ? 


Mrs. Curve. His answer to me was that he just didn’t want to sign 
it. 


Mr. Correr. Did you point out to him that it was a requirement 
under the law? 
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Mrs. Curing. Yes, sir. He was told several times, 

Mr. Correr. Did he have any reply to that ‘ 

Mrs. Cuine. Except that he wouldn't sign. 

Mr. Correr. I wonder if you could identify that policy. If I hand 
this to you, could you identify this for the record 

Mrs. Cine. Yes, sir, this isthe policy. This is the hospital expense 
policy. 

Mr. an What is the number of it ¢ 

Mrs. Cuine. GH-101, hospital expense policy. 

This is the group accident and sickness policy, GAS-101, and this 
is the group- life policy, GL-101; each coverage carried a separate 
policy.’ 

Mr. Correr. I now show you other papers and ask you to identify 
them. 

Mrs. Curing. These are applications that accompany each policy.’ 

Mr. Correr. Are they executed ¢ 

Mrs. Cine. All the way through, except there is no signature. 

Mr. Correr. Is that the original master policy that was written? 

Mrs. Curing. Yes, sir. 

Mr. Correr. Was there a substitution made in the policy at some 
later date? 

Mrs. Cruing. Oh, yes, the policy was changed, yes, sir. The rates 
were changed. The policy itself, the coverage, was not changed. But 
the rates were changed. 

Mr. Correr. Was it changed in some other respect ‘ 

Mrs. Cuine. When the policy was first issued, it was issued at the 


rate of $6.15. The rates in the policy showed $6.15 as a premium. 


And, then, I would say along in the middle of the summer the policy 
was changed, or altered, to show $5.15 as the rate. 

Mr. Correr. Did you have a copy of that amended policy / 

Mrs. Curne. This is the amended policy. 

Mr. Correr. What happened to the original policy of $6.15 4 

Mrs. Curing. It was destroyed. 

Mr. Correr. Did you destroy it? 

Mrs. Cure. No, sir. I didn’t change it. I didn’t make it over. 

Mr. Correr. Where was it changed / 

Mrs. Curne. It was changed in the insurance office. 

Mr. Correr. By whom? 

Mrs. Cine. By Miss Lawrence, who was a claims adjustor out of 
the union. She came into the insurance ollice to work 1 day a week. 

Mr. Correr. Why was it changed / 

Mrs. Cuinr. Mr. Inciso instructed that it be changed. 

Mr. Correr. Do you know the reasons for this ¢ 

Mrs. Curnr. Well, according to State regulations, according to the 
insurance code, your rates shown in your policy are to equal the 
premium collected by the i insurance company. 

Mr. Correr. You weren't collecting the rate in accordance with the 
provisions of the original policy ¢ 

Mrs. Cuinr. That is right. We were only collecting $5.15 
employee. 

Mr. Correr. Originally, did you collect a higher rate / 

Mrs. Curne. No, it has always been $5.15. 


per 


1 The policies referred to are on file with the subcommittee. 
2 The applications referred to are on file with the subcommittee. 
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Mr. Correr. Did you ever point out this discrepancy to Mr. Inciso? 

Mrs. Curve. Yes, sir. 

Mr. Correr. What was his position ? 

Mrs. Cun. I don’t understand what you mean. What did he tel] 
me ¢ 

Mr. Correr. Did he have any explanation ? 

Mrs. Curing. Except the fact that he had sold the insurance to the 
employers at $6.15 and his agreement with the insurance company 
was $5.15. 

Mr. Correr. But, the policy said $6.15 ? 

Mrs. Curne. That is right. That is why the policy was changed. 

Mr. Correr. Could you briefly describe the procedures by. which 
the premiums were transmitted to you, Mrs. Cline, and how the whole 
operation worked, just very briefly / 

Mrs. Cine. Well, every month we received a recapitulation sheet, 
which listed all the companies insured, the number of employees in- 
sured under that company, and likewise the dependency—the amounts 
of dependents’ insurance paid. The employers were listed alphabeti- 
cally and at the bottom of the listing there is a total showing the 
number of employees insured. This total was listed at $5.15 premium, 
with another total over in the right-hand column. 

Mr. Correr. I am going to show you a number of documents. 
Would you please identify them for the record ? 

Mrs. Curing. Yes, sir. This is the recap sheet. Now, these recap 
sheets were accompanied by a sheet or sheets, as the case might be, 
from each company that had forwarded premium to the union office ; 
and all those individual company sheets came into our office as well. 

Mr. Correr. Did the insurance company, as such, determine what 
claims it should pay? 

Mrs. Criine. The claims were handled out of the union office. 

Mr. Correr. In other words, they drew drafts on the insurance 
company for the claims they decided to pay ? 

Mrs. Crurne. That is right. 

Mr. Correr. Do you know what procedure they had for paying 
them ? 

Mrs. Curne. I had nothing to do with the claims department, taking 
care of the accounting end of it. 

Senator Ives. Mrs. Cline, as a result of that deduction from $6.15 
to $5.15 premium, was there any reduction in coverage ? 

Mrs. Curnr. Not that I know of, sir. 

Senator Ives. In other words, they were getting the same thing for 
$5.15 that they had been getting for $6.15. 

Mrs. Curne. That is right, sir. 

Senator Ives. That is rather odd, isn’t it? 

Mrs. Cine. Yes, it is. 

Senator Axtorr. To straighten this out, Mrs. Cline, where did you 
get these recaps? 
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Mrs. Cine. They came in from the union office. 

Senator Atuorr. Did you receive anything from the companies 
direct as to the people w ho were insured / 

Mrs. Curing. No, sir. The only way I had of knowing who was 
insured in the individual companies were the sheets. 

Senator Atyorr. Which the union gave to you and not the company ¢ 

Mrs. Curne. When the company sent their premium in to the union 
they sent two copies 

Senator ALLorr. Now, never mind. I want to follow this through. 

Mrs. Curne. I don’t believe I understand you. 

Senator Atxorr. I think you do. Now, this sheet which you got, 
which shows you the people who were insured—that is what this is, 
is it not? 

Mrs. Ciinz. That shows the companies, yes, sir. 

Senator Atiorr. Well, it shows the companies—this is the recap. 

Mrs. Cuine. That is right. 

Senator AtLorr. Did you ever have in your office the names of the 
individuals who were insured ? 

Mrs. Cuine. Yes. 

Senator Autorr. I mean individuals who worked for these com- 
panies, 

Mrs. Curing. Yes, we had a copy of the sheet that they sent to the 
union—their sheets or sheet, as the case might be. 

Senator Atxorr. This recap sheet, as you call it, is a recap of the 
companies insured and it shows the number of employees paying 
insurance. The ABT Co., for example, is 101. The amount received 
in dependent insurance, $78. Now, you got this from the union? 

Mrs. Curne. That is right. 

Senator ALtorr. What did you get from the ABT Co., if anything, 
ever ? 

Mrs. Curing. They sent sheets in to the union. Two copies. 

Senator Attorr. What did you get in the insurance company ? 

Mrs. Ciine. We got one of the sheets that they sent to the union. 

Senator Atiorr. But it was one of the or iginal sheets that was sent 
to the union; is that right ? 

Mr. Cutne. We got the carbon copies of them. 

Senator Atxiorr. Very well. 

Mr. Correr. Which are those sheets, as I understand it. 

Senator Attorr. Just one other thing to straighten this procedure 
out. Then, the money you received was never received directly from 
the employers, but from the union / 

Mrs. Curne. Right. 

Senator Auiorr. Thank you. 

Mr. Corrrer. May we have those recap sheets filed for the record? 

Senator DouGras. Yes. 

(One of the recap sheets referred to was marked “Exhibit 70” and 
is here inserted; the remainder are on file with the subcommittee. ) 
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ExHrsit 70 


UAW-AFL Amalgamated Local 286: Insurance—February 1955 








| | 
Number of Amenns \ ames of Amount 
+ 3 | employees |_ received, . | employees received, 
Company | paying | dependent || Company | paying dependent 
insurance | insurance insurance insurance 
—_————_—_— qryei ———_|———— 
ABT re 113 | 78.00 || National Video 345 | 317. 20 
Armstrong- Bray | 18 |... ; . || National Chemical. __| 65 | 255. 00 
Armstrong Bros. 7 | 31.12 || Navidico-__-- ; 42 | 31. 20 
Chicago Lock 177 | 136.15 || Olive Can 70 | 66. 13 
Chicago Nipple _. 7 |} et .. || Payson Manufactur- | 
Chicago Pottery | 114 | 524.40 || ing_--. 5 
Delta___- : | 304 | 447.35 || Precision. - os} 126 | 78. 00 
Dixie 237 420.12 || Sheldon. 148 | 280. 08 
Duro. 299 ae || Wilson 242 | 54. 46 
Eagle Grinding 48 |. || Wisconsin Can 36 |... , 
Harris & Reed 29 | 1 Jon - 
R. G. Haskins___- BA 45+. 0 sein Total ; 3, 163 3, 493. 21 
Illinois Coil. - - 96 104.00 || 3,163 at $5.15 Rr ; 16, 289. 45 
Illinois Lock 53 57. 20 Union Group ‘ | 431. 08 
Johnston & Chap- | 1] Union Office_._.._._.-} 30. 90 
man 14 | ee ae ———_______|-_——— 
L. J. Miley 29 68. 20 || Total wil viet 20, 244. 64 
Milled Screw 115 529.00 || Less 4 percent _- | 809. 79 
Mojonnier Dawson 36 15. 60 |! —--- - —_—---- 
Munton Manufactur- | COAT BOONE «in devin cig ngnvin 19, 434. 85 
kes wes 14 | ee | 
Life (14.929 percent) - t veeebekd Dike kaocead .. $2,901. 43 
Hospitalization (85.071 percent) _............---.-...--.--- 5 sat tiene tales tia tesa eg 16, 533. 42 
Total__ . a i eR ee ahd a ae ia - <aieleieaih wano- vets &-ceineniedl 


Mr. Correr. Did the insurance company put out a folder on the 
benefits that were paid? A booklet? 

Mrs. CLINE. Yes, sir. 

Mr. Correr. Is that the booklet which I am showing you? 

Mrs. Ciine. Yes. This is the booklet which went out to the United 
Auto Workers Union members. 

(The schedule of benefits set forth in the booklet referred to was 
marked “Exhibit 71” and is here inserted; the booklet is on file with 
the subcommittee. ) . 

ExHIBIT 71 


Schedule of benefits* 


| Weekly Daily | Maxi- Maxi- | Diagnos- 
Life accident | hospital | mum mum | Mater- | Medical | tic X-ray 
Classification insur- | and  j/roomand| hospital surgical | nity | expense | and lab- 


ance sickness board service 


foes benefit | benefit | oratory 
| benefits | benefit | benefit , | benefits 
‘ es ieee deaniaa alittle etatarttigenpaactaaie Lett —|—— |_| 
All members Seeds $1, 500 | $30 | $10 | $800 $200 | $200 | $225 | $25 
Dependents. -------- Scaiitesice 7 10 800 200 200 | 225 | 25 
| | | 


1 Amalgamated Local No. 286. 

Mr. Correr. Was that put out by the insurance company ? 

Mrs. Cuine. Yes, sir. 

Mr. Correr. Did you people give out information on benefits to 
group members ¢ 

Mrs. Ciixe. The insurance company / 

Mr. Correr. Yes. 

Mrs. Curne. No. All that kind of information went out of the 
union office. Whenever anyone called there, I was instructed to tell 
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them to call the union. They put out all the information regarding 
insurance. 

Mr. Correr. Now, Mr. Plant has testified there was a commission 
of approximately 2 percent paid on this insurance to Mr. Oddo ¢ 

Mrs. Ciine. Yes, sir. 

Mr. Correr. Could you give us the circumstances under which that 
was paid ¢ 

Mrs. Cuine. That was paid to Mr. Oddo through instructions of 
Mr. Inciso. 

Mr. Correr. When did you receive those instructions ¢ 

Mrs. Curne. The first check, I believe, was issued to him in January 
of this year and it was made retroactive to include the November and 
December premium payment. ‘Then I requested a license through the 
State of Illinois for Mr. Oddo, which I believe was in May 1954. 

Mr. Correr. Why did you do that ¢ 

Mrs. Curve. Because I was instructed to do so, and besides that 
I had told them it was unlawful to pay commissions unless an agent 
was licensed. 

Senator Dovucias. As a matter of fact, he did receive commissions 
prior to receiving the license ¢ 

Mrs. Curne. Yes; he did. 

Senator Dovucias. How much were these commissions ¢ 

Mrs. Cuine. Well, they varied because it was 2 percent of the 
premium. 

Senator Attorr. He received commissions, then, from November 
to May, when he did not have a license / 

Mrs. Curne. That is right. 

Mr. Correr. If he had a general license as a broker prior to that 
time, would it still be unlawful ? 

Mrs. Curing. You may pay commissions to a general broker as long 
as he has a general broker’s license, but it is always best to license a 
man in your own company. 

Mr. Correr. You do not know whether he had a general license or 
not ¢ 

Mrs. Ciine. He told me that he did have and I requested the license 
for him under those conditions and the license wasn’t heldup. It came 
right back. 

Mr. Correr. I will say for the record that we found that he did 
have. 

Mrs. Cuinr. He must have had or I couldn’t have gotten a license. 

Senator Dovue.as. Is it clear that he was legally entitled to receive 
the 2 percent, if he had a general license / 

Mrs. Curve. If he had a general broker’s license, he can. It is a 
little out of the ordinary, but it can be done. But, you can’t expect 
anything in return—I mean any work from an agent in behalf of the 
company unless you have him licensed. 

Mr. Correr. Did the insurance company have an agreement with 
Mr. Oddo, with respect to the 2 percent commission ? 

Mrs. Crine. Not that I know of. 

Mr. Correr. There is no copy of such an agreement in the insurance 
company office? 

Mrs. Curne. There wasn’t any record in the office; no, sir. 

Mr. Correr. Is that a legal requirement ? 

62033—56—pt. 3—-10 
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Mrs. Curne. Yes. 
Mr. Correr. Did you ever raise the point that there was no contract ? 
Mrs. Cure. No; I didn’t. 

Mr. Correr. On October 8, 1955, there was an annual meeting of 
the policyholders of the American Continental. That would have 
been the first annual meeting under new ownership ¢ 

Mrs. Curve. Right. 

Mr. Correr. Could you briefly tell us who was there and when the 
policyholders were notified ? 

Mrs. Curve. It is not necessary to send notices to the policyholders. 
The policy, when issued, carries a clause in it that tells that the annual 
meeting will be held on the second Saturday of October each year, at 
10 a. m., and they are thereby notified to that effect. 

Mr. Correr. There is no special publication ¢ 

Mrs. Cuine. No, sir. 

Senator Dove.as. Is that statement in fine print ? 

Mrs. Cuinr. Well, as fine as the rest—no, not particularly. Not on 
our individual policies, it wasn’t. 

Senator Doue.as. On the group policy ? 

Mrs. Curing. No, I think you will find that—right here it is. It 
isn’t too fine. 

Mr. Corrrr. Mrs. Cline, I have the minutes of the seventh annual 
meeting of the policyholders of the American Continental Insurance 
Co., October 8, 1955, 10 South LaSalle Street, Chicago. I have a 
copy of those minutes before me. It says, “present were Inciso”—is 
that Angelo Inciso? 

Mrs. Curing. Yes, sir. 

Mr. Correr. Lucenti. 

Mrs. Crine. Yes, sir. 

Mr. Correr. Peters. 

Mrs. Curne. Right. 

Mr. Correr. Peter Lentine. Who is that? 

Mrs. Ciine. He was an organizer in the union. 

Mr. Correr. John Kilpatrick? 

Mrs. Crine. I believe he is a union organizer, too. 

Mr. Correr. Albert DeVito. 

Mrs. Cringe. He is president of a union credit union. 

Mr. Correr. Mario Napel? 

Mrs. Cine. I don’t know him, sir. I believe he is a nephew of Mr. 
Inciso’s. 

Mr. Correr. Frances Hall? 

Mrs. Curne. Frances Hall is the bookkeeper at the union. 

Mr. Correr. Albert Inciso? 

Mrs. Curnge. That is Mr. Inciso’s son. 

Mr. Correr. Ralph Napel ? 

Mrs. Curve. Another nephew. 

Mr. Correr. Walter Malinowski ? 

Mrs. Curve. I don’t know hin, sir. 

Mr. Correr. James Callaghan ? 

Mrs. Ciine. He was one of Mr. Inciso’s bodyguards. 

Senator Attorr. What? 

Mrs. Curve. One of Mr. Inciso’s bodyguards. 

Senator Atiorr. William Conlisk? — 

Mrs. Cirne. He is another bodyguard. 
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Senator Doveras. Both Mr. Callaghan and Mr. Conlisk are body- 
guards to Mr. Inciso? 

Mrs. Curve. That is right. 

Mr. Correr. I think it perhaps should be stated for the record that 
they are police officers in Chicago. 

Senator Doveias. How were these men qualified to attend the an- 
nual meeting ¢ 

Mrs. Cringe. Every man has to have a policy. An individual life 
policy was issued for each of those people. 

Senator Doucias. Was issued by whom? 

Mrs. Cine. By the insurance company. 

Senator Doveias. Who paid the premiums on these policies ¢ 

Mrs. Cine. The union, I believe, sir. 

Senator Dovetas. The union paid the premiums on these men, who 
then qualified as policyholders and thus were entitled to attend the 
meeting ¢ 

Mrs. Curve. That is right. 

Mr. Correr. Did they cast votes as policyholders? 

Mrs. Curing. Yes. 

Mr. Correr. What was Mrs. Hall’s position ? 

Mrs. Cuine. She is a policyholder, as well. 

Mr. Correr. Did she fold a proxy for the union policies? 

Mrs. Curne. Yes, she did. 

Mr. Correr. Were those the folks who elected the new officials of 
the company ? 

Mrs. Cuinez. I believe so. 

Senator Dovetas. Would you be able to say who controls the annual 
meeting ? 

Mrs. Curing. I didn’t attend the meeting, Senator Douglas. I 
wasn’t asked to attend. 

Senator Dove.as. Isn’t it apparent that Mr. Inciso controls the 
meeting ? 

Mrs. Crirnz. That would be my opinion; yes, sir. 

Mr. Correr. You left the company. What were the circumstances 
of your leaving. the company ? 

Mrs. Curne. I was fired, sir. 

Mr. Correr. Why were you fired? 

Mrs. Cuiine. Because I worked overtime with Government agents 
the night they received permission to come into the company and re- 
view the books. 

Mr. Correr. You were working with agents of this staff? 

Mrs. Cuiineg. Yes, sir. 

Mr. Correr. In connection with obtaining information on the 
company records ? 

Mrs. Crrne. Yes. 

Mr. Correr. From whom did you receive authority to do that? 

Mrs. Curnz. From Mr. Peters and Mr. Lucenti. 

Mr. Correr. Who fired you? 

Mrs. Cirne. Mr. Inciso. 

Senator Doveras. Mr. Lucenti and Mr. Peters in compliance with 
the request of the staff members authorized you to give information 
to them ? 

Mrs. Curne. That is right. 
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Senator Dovetas. But, as a result of your giving this information, 
under orders from the president and secretary of the company, you 
were fired by Mr. Inciso ? 

Mrs. Cuine. Yes, sir; but let me say this: I did not ask them if 
they minded if I worked overtime. It is customary that we be off 
at 5 o'clock. It never entered my head that they would object, 
because I was anxious to give the information to clear the insurance 
company. My only thought was for the company and it never 
entered my head that there would be objection to my working over- 
time. 

Senator Dovetas. Did Mr. Inciso state why he was discharging 
you ¢ 

Mrs. Curve. Yes: because I worked overtime and besides he said, 
“If a union member worked overtime they would get paid,” and I 
wanted to know who would pay me. He said, “Well, just make the 
Government pay you. After all, union people don’t work overtime 
without pay.” I said, “Well, this is an insurance company and not 
a union.” 

“Well,” he said, “It is being run by union rules.” So I got fired. 

Mr. Correr. Do you feel you were fired because you were cooperat- 
ing with the staff members? 

Mrs. Cuine. I think that is probably most of it. 

Senator Dovueias. We received a telegram that Mr. Peters missed 
his plane in Chicago. He will be here this afternoon. We intended 
to call him at this time and obviously cannot do so. I am going to 
ask one of the employer contributors to the plan to take the stand. 
That is Mr. Albert Bitzer, president of the HHlinois Coil Spring Co. 

I want to thank you, Mrs. Cline, for your testimony and for the 
very valuable service which you performed in assisting the staff 
members. We sympathize with you for the loss of your job. We 
hope you found another and better one. 

Mr. Bitzer, will you give your name? 

Mr. Brrzer. Albert. Bitzer, Jr. 

Senator Doveras. You are connected with the Illinois Coil Spring 
Co. of 2100 North Major Avenue, Chicago ? 

Mr. Brrzer. Right. 

Senator Doucias. Do you solemnly swear, or affirm, that the testi- 
mony you are about to give is the truth, the whole truth, and nothing 
but the truth, so help you God ¢ 

Mr. Brrzrr. Yes, sir. 


TESTIMONY OF ALBERT H. BITZER, JR., PRESIDENT, ILLINOIS COIL 
SPRING CO., CHICAGO, ILL. 


Mr. Correr. Mr. Bitzer, what is your capacity in the Ilinois Coil 
Spring Co.? 

Mr. Brrzer. President. 

Mr. Correr. Were you subpenaed to appear here this morning? 

Mr. Brrzer. Yes, I was. 

Mr. Correr. And were you asked to bring certain records with you? 

Mr. Brrzer. Yes, I was. 

Mr. Corrrer. Have you brought those records? 

Mr. Brrzer. I have them here. 

Mr. Correr. Could you briefly identify what the records are? 
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Mr. Brrzer. I have copies of checks to the union since October 1954, 
the recapitulation sheets on checkoff. I have a copy of our bargain 
ing contract, and I have copies of letters that transpired between the 
union and the company regarding the insurance program. 

Mr. Correr. You did, as a company, contribute to the insurance 
program of Amalgamated Local 286; is that correct 

Mr. Brrzer. Right. 

Mr. Corrrer. Was that pursuant to a collective bargaining agree 
ment and the organization of your shop as a union shop ¢ 

Mr. Brrzer. It was. 

Mr. Correr. Will you tell us when that occurred and the circum 
stances, briefly ? 

Mr. Brrzer. In 1953, we negotiated a certain amount of insurance 
life insurance and health and accident insurance, which the company 
would pay for. Originally, the checks were made out to Continental 
Assurance Co. 

Mr. Correr. At that time the insurance was carried with Conti 
nental Assurance Co. ? 

Mr. Birzer. We got into a little difficulty with Mr. Inciso because, 
according to our counsel, there was some question as to the legality 
of making checks payable to a union, and at this time Mr. Inciso in- 
sisted that the checks be made out to the union, in lieu of the insurance 
company. It was our habit to send a copy of a letter, copy of which 
I have here, along with each checkoff and insurance check. 

Mr. Inciso objected to it strenuously, saying that it was as much as 
accusing him of being dishonest, and we discontinued it. 

Mr. Correr. Would you read the letter and point out which fea- 
tures of it Mr. Inciso objected to? 

Mr. Brrzer. The first letter I have from Mr. Inciso is dated July 
dl, 1953. 

He says: 

Enclosed please find your check No. 713, in the amount of $749.99, covering 
July insurance premiums, returned to you. 

This check was made out to the Continental Assurance Co. in error and should 
have been made out to the VAW-AFL Amalgamated Local No, 286. 

Also please be advised that we only receive one copy of the checkoff list and 


evidently your office overlooked sending us the necessary duplicate of same. 
Your immediate attention to the above matter will be appreciated.’ 


Along with this letter there was also a number of telephone calls, 
and I 

Mr. Correr. Had you been previously sending the check in to the 
order of the insurance company ¢ 

Mr. Brrzer. Yes. 

Mr. Correr. For how long a period 

Mr. Brrzer. Since the beginning of the insurance program. 

Mr. Correr. When was that, 1951? 

Mr. Brrzer. I don’t have the exact date here, I am sorry. 

Mr. Correr. Well, roughly. 

Mr. Brrzer. I would guess about 1951; yes. 

Mr. Correr. Is that the time your shop was organized ¢ 

Mr. Brrzer. No; we were organized about 1946 or 1947. 

Mr. Correr. It has been organized by this same local since then ? 

Mr. Birzer. Yes. 


1 The letter referred to is on file with the subcommittee. 
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Mr. Correr. For 2 years you sent checks to the order of the insurance 
company ? 

Mr. Birzer. That is right. 

Mr. Corrrr. Then you got this letter? 

Mr. Brrzer. That is right. 

Mr. Correr. Did the letter come as a surprise, or were there previous 
telephone conversations ? 

Mr. Brrzer. There were previous telephone conversations. 

Mr. Correr. Do you recall what he told you in previous telephone 
conversations, Mr. Bitzer? 

Mr. Brrzrer. As I said, he was quite put out about the matter and 
said it was as much as accusing him of being dishonest ; that, after all, 
the union was handling the insurance and there should be no question 
about their ability to handle it honestly. 

Mr. Corrrr. Your attorney told you this might be against the law? 

Mr. Brrzer. That is right. 

Mr. Corrrr. Did he mention the Taft-Hartley law ? 

Mr. Brrzer. Yes; he mentioned a section of the Taft-Hartley and 
I have a copy of a letter written by my attorney to me, suggesting 
that I write this letter, along with every check that we paid. Shall 
I read that letter? 

Mr. Correr. Will you read that for the record ? 
Mr. Brrzer (reading) : 


As requested by Mr. Inciso, we enclose our check payable to your order in the 
amount of $———. 

This is sent you pursuant to the agreement between us providing that the 
employees of this company who are members of your union within the bargain- 
ing unit represented by your union in the company’s plant are to continue to 
be furnished with group insurance coverage to the same extent and under 
the same terms and conditions as presently set forth in group life policy No. 
G-1981, group accidental death and dismemberment policy No. GAA-—1834, group 
accident and sickness policy No. GA-1834, and group hospital expense policy No. 
GH-—1834 issued by the Continental Assurance Co. insuring the members of your 
union—and is to be used by you solely for the purpose of paying the premiums 
attendant upon such insurance coverage.” 

Mr. Correr. Is that the form you used after that ? 

Mr. Brrzer. Yes, sir; that is right. It went along with the checks. 

Senator Dove.as. You sent a similar letter every month ? 

Mr. Brrzer. Yes. 

Mr. Correr. Why did you conform to Mr. Inciso’s wishes in this 
respect ? 

Mr. Brrzer. It was a matter of, I would say, maintaining labor- 
management peace and harmony. 

Mr. Correr. Were you threatened in any respect, with strikes or 
otherwise ? 

Mr. Brrzrr. Well, I can’t say that I was definitely threatened with 
a strike, but I will say that the threat of a strike is usually implied. 

Mr. Correr. You were not putting harmony ahead of the law, 
were you ? 

Mr. Brrzer. I checked with our attorney and he said that as long 
as I sent this letter along with the checks, in his opinion, it would 
probably cover the legality of it. 

Senator Ives. Mr. Bitzer, I am not quite clear on this. Was this 
arrangement the result of collective bargaining agreement that you 
had with the union ? 


1 The letter referred to is on file with the subcommittee. 
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Mr. Brrzer. Yes. 

Senator Ives. You had that agreement ? 

Mr. Brrzer. Yes. 

Senator Ives. Tell me this, in that connection: were these pre- 
miums in lieu of wages ? 

Mr. Brrzer. Yes. 

Senator Ives. In other words, this constituted an official wage ¢ 

Mr. Brrzer. That is right. 

Mr. Correr. Mr. Bitzer, it was our information that you only sent 
that type of letter once and then you stopped sending it. Is that 
erroneous ¢ 

Mr. Brrzer. I have a copy of it here dated May 26, 1954; a copy 
here of August 13, 1954. 

Mr. Correr. So, it is your belief that you sent it regularly ? 

Mr. Brrzer. Yes; it was sent a number of times. 

Mr. Correr. I think you mentioned the matter of these insurance 
contributions was contained in your collective bargaining agreement? 

Mr. Brrzer. It was originally. It was in the original negotiation. 
However, at the last negotiation in 1954 it was omitted. 

Senator Ives. Do you still continue to contribute in this way ? 

Mr. Brrzer. The agreement was that the employees would receive an 
additional wage increase equal to the amount we were expending for 
insurance. 

Senator Ives. That is the original agreement ? 

Mr. Brrzer. That is right, but in the original agreement that 
amount of money was sent to the insurance company. It was then 
changed so this amount of money would be paid to the employee as a 
form of wages. 

Senator Ives. That was in the original agreement, or a subsequent 
agreement ? 

Mr. Brrzer. A subsequent agreement. 

Senator Ives. Was there ever an agreement where this money was 
to be sent tothe union itself? Isthat in writing? 

Mr. Brrzer. That was never an agreement made during the collec- 
tive bargaining session where we negotiated a contract renewal. This 
question came up in May 1954. I received a letter from Mr. Inciso, 
dated May 27, 1954, following up the letter wherein he returned the 
check saying that it should have been made out to the union rather 
than through the insurance company. 

(The letter referred to and Mr. Bitzer’s reply thereto, dated May 28, 
1954, were marked “Exhibits 72 and 73” and are as follows :) 


ExuiIsit 72 


UAW-AFL AMALGAMATED LOCAL 286, 


Chicago 47, Ill., May 27, 1954. 
Illinois Coil Spring Co., 


Chicago 39, Il. 
(Attention: Mr. Bitzer, Jr., president.) 

Dear Sir: In reference to your letter of May 26, 1954, there has never been any 
agreement with you and this union concerning the insurance. If there is any 
agreement concerning the insurance I would love to see the letters that have been 
written concerning same. Also, I do not believe that it is any of your business 
concerning the insurance. 

Referring to the article that reads, “This check is to be used by you solely 
for the purpose of paying the premiums attendant upon such insurance coverage.” 
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I take this as a personal insult for you to insinuate that the check that you send 
to me covering the insurance was ever used for anything but its rightful purpose 
I expect an apology by you, as president of the company, by return mail. If that 
cannot be done we are going to have to sit down and either cancel out the insur- 
ance or come to some understanding. 


ANGELO INcISO, President. 


Exursir 73 
May 28, 1954 
UAW-AFL AMALGAMATED LocaL 286 
Chicago 47, Ill. 
(Attention: Angelo Inciso, president. ) 

Dear Six: In reply to your letter of May 27 in which you referred to our letter 
of May 26, 1954, unless we have an agreement under which you are to provide 
insurance with the check which we give you monthly, then there is no basis for 
our giving you these checks, and if we do give you these checks without such 
an agreement or you accept such checks without such an agreement, then we are 
both acting illegally under section 302-C of the act and under 302-D of the act, 


under which we are both subject to a fine of not more than $10,000 or imprison- 
ment, or both. 


From 1951 up to July of 1953, the checks were made out to the insurance com- 
pany. In July 1953 you insisted that checks be made out to the union. Since 
that date these checks have been given you to purchase that insurance—and for 
that purpose only, just as we stated in our letter of May 26 and have stated in 
like letters attached to monthly checks forwarded to you since August 17, 1953, 
covering the July insurance payment. 

Sincerely yours, 
ILLINOIS Cor SPRING Co., 
A. H. Brirzer, Jr., President. 

Senator Ives. That is the only form of agreement that you had, 
then? 

Mr. Brrzer. It was a verbal agreement that this money we were pay- 
ing our employees, which they were paying to the union, as an increase 
in dues, was to be used to purchase insurance. 

Mr. Correr. Why was it handled that way? Were you told? 

Mr. Brrzer. If I recall correctly, he told me that it was handled 
this way to get around these provisions of Taft-Hartley 

Mr. Correr. Was it a subterfuge ? 

Mr. Brrzer. I couldn’t say it was subterfuge but it was his way of 
explaining if there was any question about the legality of making the 
check payable to the union, it could be gotten around simply by mak- 
ing the check—the additional money being paid to the employees and 
the employees who, in turn, would pay the premiums—their own pre- 
miums, by increased dues. 

Mr. Correr. But you did not do that, actually ? 

Mr. Brrzer. That was done later. That was negotiated by August 
1954. 

Mr. Correr. Did your lawyer tell you that that was a successful 
way to circumvent the Taft-Hartley law? 

Mr. Brrzer. Well, I have a letter from my attorney which says in 
part: 

I cannot give you positive assurance that this method of handling the em- 
ployees’ insurance is not a violation of the provisions of the Labor-Management 
Relations Act of 1947; but if it is, it is at most, in my opinion, a technical vio- 


lation of the provisions of the act—in other words, a violation which would not 
result in the imposition of any penalties against you as provided for in the act. 
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(The letter referred to was marked “Exhibit 74” and is as follows :) 
ExHIbBIt 74 


FyYFre & CLARKE 
ATTORNEYS AT LAW 
Chicago 
AUGUST 17, 19538 
Mr. A. H. Birzer, Jr., 
Illinois Coil Spring Co., 
Chicago, Ill. 

Dear AL: AS requested I enclose herewith a draft letter which I recommend 
be sent to the union with each insurance check which is sent to the union. 

The check should be made out to “Amalgamated Local No. 286, United Auto 
mobile Workers of America, A. F. of L.”. 

As requested, I return herewith the policy issued to Richard S. Perrin, sent 
me by Mr. Converse in his letter of August 12, 1953. 

I cannot give you positive assurance that the method of handling the em 
ployees’ insurance is not a violation of the provisions of the Labor-Manage 
ment Relations Act of 1947, but if it is, it is at most, in my opinion, a technical 
violation of the provisions of the act—in other words, a violation which would 
not result in the imposition of any penalties against you as provided for in 
the act. 

Sincerely, 
ALBERT SMITH 

(Nore.—The draft letter referred to appears on p. 976 supra.) 

Mr. Correr. Do you know how much money you transmitted 
the union which was sent on in premiums ¢ 

Mr. Birzer. No. 

Mr. Correr. How much did you transmit for employees? 

Mr. Brrzer. It was originally $5.15 per month. Then it was in- 
creased, I believe in October 1954, to $6.15 per month. 

Senator Doveias. This was precisely the same time that the policy 
was transferred from Continental Assurance to American Continental 
Insurance? 

Mr. Birzer. Apparently so. 

Mr. Correr. What was the reason you were told for the increase / 

Mr. Brrzer. We were not told. 

Mr. Correr. How did you happen to do it ¢ 

Mr. Birzer. When we negotiate a wage increase—let us say, an 
economic increase—part of the money is given in the form of base rate 
increases and part of it is given in an insurance program. However, 
the increase was given by the employees as a part of their union dues. 
In other words, we increased the employees’ wages an average of $1 
a month. 

Mr. Correr. You increased what ? 

Mr. Brrzer. The employees’ base rates by $1 a month. 

Mr. Correr. Wages? 

Mr. Birzer. Yes, wages. And then the union dues were increased 
$1 a month. 

Senator Ives. You knew that was happening when you did that? 

Mr. Birzrer. Yes, because we had signed authorization cards from 
every employee. ; 

Senator Ives. Each employee ? 

Mr. Brrzer. Each employee. 
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Mr. Correr. Were they obtained each time there was a change in 
the amount that was taken out of their salaries? 

Mr. Brrzer. Don’t forget, when it was $5.15 a month, we did not 
pay the $5.15 to the employee. We made that check directly payable 
to the insurance company. 

Mr. Correr. Yes, but when it was raised to $6.15, what was the 
$6.15 paid as? 

Mr. Brrzer. It was paid as wages to the employees. 

Senator Dovenas. You said that you increased the wages of the 
employees by $1, in October 1954. Was it to meet an increase in 
union dues? Now, was it the union dues that were increased or was 
it the insurance premiums that were increased? ‘There are two dis- 
tinct items: membership in the union and insurance premiums. Was 
it not the insurance premium which was increased from $5.15 to 
$6.15? 

Mr. Brrzer. That is what we were told; yes, sir. 

Senator Dovenas. As far as the union dues are concerned, how 
much do they amount to? 

Mr. Birzer. $3 a month. 

Senator Doveras. Have they always amounted to $3 a month? 

Mr. Brrzrr. Yes, as far as I can recall. 

Senator Dovueias. Then there was no increase in union dues in 
October 1954. They remained at $3? 

Mr. Brrzer. Well, there is a little bit of philosophy here. 

Senator Dove.as. It is a very important point. The $3 was union 
dues. The amount paid to Continental was $5.15 a month and then it 
wus raised to $6.15. You tried to pay it directly to the insurance 
company and you were told to make it payable to the union? 

Mr. Brrzer. That is right. 

Senator Dovetas. That was separate from the $3 for dues; is that 
right ? 

Mr. Brrzer. That is right. 

Senator Doveras. It was the increase in the insurance premium 
which caused you to increase the wages a dollar, and not the increase 
in union dues? 

Mr. Brrzer. That is right. 

Mr. Correr. Did you send one check each month to the union? 

Mr. Brrzer. We sent one check each month to the union. 

Mr. Correr. It included the dues and the insurance? 

Mr. Brrzer. That is right. 

(The recap sheets sent by Illinois Coil Spring Co. to Amalgamated 
Local 286 for the month of August 1954, which show the dues, the 
insurance for members, and insurance for dependents as separate 
items, was marked “Exhibit 75.” The remittance voucher and the 
recap sheets for October 1954, which combine the dues and the insur- 
ance for members as one item and reflect the insurance for dependents 


as a second item, were marked “Exhibits 76—-A and B.” The exhibits 
follow.) 
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ExH1siIt No. 75 
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Union dues end Insurance for the month of August, 195) 


John Harris, Jr. 3.00 
Henry Migela 3.00 
Alex Hanko 3.00 
Soren Melgeard 3.00 
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Rudolph Pelini 
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Richard Perrin 
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Page 2 
Giovanno Gullo 129 
k Lucien Fluet 
78 Joseph Wardsela 
1@ Josephine Vikanis July 
Aug. 
19 Rita Jablonski ” 
38 Marie Gariffo 
58 Lucy Ashford 
7h  Carmelle Gallo 
141 Helen Tramtola 
3, Stanley Mayoski 
- = Jurewics 
oseph Koonig 
17 John Bieniek 
4S John Kokkines 
4? Herman Winkel 
Willie Short 
115 Charles Moreno 
117 Mike Sieretis 
7 Emily Shubert 
13 Emme Phierabend 
15 Johanne Thompson 
16 Jennie Rataj 
20 Doro White 
25 Michael Budsissewski 
29 Florence Litke 
33 angele Beyer 
37 Bugene Topesewski 
SO Joan Nelson 
2h Johnnie Mae Sibley 
5 James Elmore July 
59 Stenislew Mrowka _ 
61 Helen Smith 
62 John Wonecke 
65 Zenon Jablonski 
82 Lus Maria Rios 
83 Stephanie Foerster 
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ILLINOIS COLL SPRING CO. 
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ILLINOIS COIL SPRING CO. 


2'ee wmoetn mason aves. Caercaeo 28, thtewmors 


Magdalena Justiniano 
Paul ag 

Elsa Veles 

Florida Jones 
Virginia Gourley 


Ana Marie Quiles 
Anthony Catalano 
Chester Rebak 
John Mathy 
Joseph Rejozyk 
Paul Eichhof 

79 Ernest Thomas 

Jemes Hanket 6&0 
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Edwin Pranke 
Dave Merritt 
Walter Burlington 
Walter Chentnik 
Peter Jamrozik 
Frank Pheczonko 
John Jellen 
Esther Bell 


TATATTK 


\ 


\\\\ 


WW 
ee 


ANKAKKN 
fw fr 
*e 
w 
re 


83338833883 


co. 
e 
a 
3 
@ 


— 


0 OUT UT LU nn 


e@eeeseeeneteeeneeteenteeee#et# # @ 


RW www www 


G 
sd 


Wut, (00 -~ 300.00 
Tw \93esis -§3045 


S wrterazy - 84% EBA .37 


qiq->! 













984 WELFARE AND PENSION PLANS INVESTIGATION 


Exuusit No. 76—-A 






ILLINOIS COIL SPRING CO. 


2100 NORTH MAJOR AVE. G CHICAGO 39, ILLINOIS 








DATE CHECK NO DISCOUNT 


10-14-54 696 $1,042.66 


Say ‘ Amalgamated Local No. 286 
orveror , United Automebile Workers of America 
3909 W. North Ave, 


* Chicago, 111, 










ILLINOIS COIL SPRING CO. 


PIONEER TRUST AND SAVINGS BANK 
CHICAGO ic 







(DETACH BEFORE DEPOSITING) 


OUE CATE... 


voucHER N®2 51° 





Union dues & Insurance - October, 1954 





SS ——————— SSS 


ILLINOIS COIL SPRING CO. 
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Exnursit No. 76—-B 
October 14, 1954 


Union dues end Insurance for the month of October, 1954 


Henry Migad a 
Alex Henko 
Soren Mel,serd 
Mexi:nllian .ic'.ards 
Walter Nowtin 
John Pekul 
Henry Millur 
Melvin Bombke 
Frank Lechman 
Paul Heartless 
Willie Reynolds 
George Musinski 
Alfred Jablonski 
Alice McCabe 
Joseph Phelan 
Mertin Paloian 
Henry Cloplik 
John czc0gepanek 
Ediound Nowak 
Frank Fisher 
Roman Rukas 
Steve Aaron 
Q. V. Browning 915 
Joseph Cysooun Feld 
ieter Green Sept. 9.15 
Oct. 9.15 
Waltor Kokoszke 4.15 
Casimir Sobczak (ieaporarily laid off) 
Rudolph Pelini Jelly 
Raywond Tucxer 9-15 
Bruno Pllarczyk 9el5 
Benedict »iziolek Pel 
Walter Bator 9.15 
John Le@razio 9.15 
Selvutore Quattrochi 9.15 
Frank Sciaulis Geld 
Jases Saasela Gelb 
Adem Fisher 9.15 
Jonn Medygral 9.15 
Jelyv 
Williem Henson 9eld 
Richard Ferrin %el5 
Giovanno Gullo 9215 
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Luoten Fluet (Oot, cucs & Ins. paid directly to Union office) 
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Joseph Wardsale 
Willard Wakefield 


Josephine Vikanis 
Rite Jablonski 
Marie Gariffo 
Lucy Ashford 
Carmelle Gallo 
Helen Tremutole 
Stanley Mayoski 
Jen Jurewics 
Joseph soenig 
Jonn Bieniek 
John Kokxines 
Herman Winkel 
Janes Elmore 
Willie Short 

Joe Turner initiation fve 
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Charles Moreno 

Mike Sieretis 

Emily Shubert 

Emma Felerabend 

Jchanna Thompson 

Jennie Rata) 

Dorothy White 

Michael Budzissewski 

Eleanor Drake Initiation fee 
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Florence Litke 
Angela Beyer 
Eugene Topezewski 
Joan Nolaon 
Johnnie Mae Sibley 
Stanislaw Mrcwka 
Helen Smith 

John Wonecke 
Gertrudy Frcst 
Zenon Jablonski 
Eleanor Louise 

Lug Maris Rics 
Stephanie Foerster 
Esther Bell 

Sophie Nisiolek 
Minnie Harden 
Magdalena Justiniano 
Paul Fi-ure 

Else Velez 

Florida Jones 
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104 Virginie Gourley 
119 Frank Pieczonke 
26 Ane Marie Quiles Laid orf 
Anthony Catalano 
Chester Rebak 
Clerence Uhles 
John Mathy 
Joseph Rejczyk 
John Herris, Jr. 
Ernest Thomes 
James Hanket 
John Smith 
Edwin Praenke 
Dave Merritt 
125 Welter Burlington 
136 Peter Jaemrozik 
134 Walter Chentnik Laid orf 


reRE FY 


$963.30 $79.56 


Senator Ives. Mrs, Cline testified that the original premium in 1954, 
as T understand, when the new company took over, was $6.15 a month 
in the policy itself. “That policy disappeared; is that correct? She 
nods her head “yes,” so I guess it is. 

Did you know anything about that arrangement yourself? 

Mr. Birzrr. No, sir. 

Senator Ives. You did not know anything about what was going 
on between the union and the insuance company ¢ 

Mr. Brrzer. Absolutely not. 

Senator Anxorr. I would like to go back to this point: Now, your 
attorney—what is his name 4 

Mr. Brrzer. Albert Smith, in Chicago. 

Senator Atitorr. You were informed by him it was contrary to pro 
visions in Federal law to make these payments to the union; is that 
right? 

Mr. Brrzer. That is right. Let us say it was questionable in his 
mind. 

Senator Atnorr. You have read the letter into the record, so it 
speaks for itself. Now, in spite of that fact, between the time he so 
informed you, you received a check back from Mr. Inciso, made pay 
able to the insurance company, an ee occurred which made 
you go back to your attorney and say, “What can we do about this ‘” 

Mr. Birzer. That is right. 

Senator ALtuorr. Now, what occurred? Were those conversations, 
or what were they, and with whom / 

Mr. Brrzer. I had a letter from Mr. Inciso--and also there were 
oe en 


62033—56—pt. 3——_11 
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Senator Atiotr. Now, the letter which you have read from Mr. 
Inciso, returning the check, would not cause you to recede from what 
you deemed, and what you were advised by your attorney, was a legal 
position. So, what occurred in addition to that must have been by 
reason of conversations with Mr. Inciso. Now, were there conversa- 
tions with other people concerning this matter besides Mr. Inciso, or 
were they all with him ? 

Mr. Birzer. They were all with Mr. Inciso. 

Senator AtLorr. You have been asked whether or not there were 
threats against you and you have very neatly sidestepped that question 
and I will not press it. 

Senator Doveias. Well, why not press it? Why not press it? 

Senator Atxorr. I will let you do it, Senator, if you wish. I will 
pursue the matter in my own way, if you do not mind. 

After you had been advised by your attorney that this was, in his 
opinion, ‘probably an illegal procedure, you did change—when you 
received the check back, you did change and that change was a result 
of the conversations with Mr. Inciso. 

Mr. Brrzer. That is right. 

Senator Attorr. How many conversations did you have with him, 
and were they personal, or over the phone ? 

Mr. Brrzer. I don’t recall ex xactly how many conversations. I 
would say there were at least two on the telephone. There was a 
letter from Mr. Inciso. And then we had a personal visit a few 
days after this letter was received by me. As a matter of fact, we 
had a bargaining session which was held on the day of May 28, 1954. 

Senator Attorr. Now, did you from those conversations receive 
the impression that you would have considerable labor troubles if 
you did not change the method of your payment ? 

Mr. Brrzrr. I wouk l say yes. 

Senator Axttorr. Did you receive from those conversations the 
impression that some physical harm might occur to yourself or to 
your plant or to members of your organization if the change was 
not made ¢ 

Mr. Brrzer. No, there was no threat of any physical harm. 

Senator Attorr. There wasa threat of labor troubles ? 

Mr. Brrzer. Right. 

Senator Atxorr. I think that is all. 

Senator Dougias. The Senator from Colorado has pressed the 
points which I thought should be pressed. I have nothing further. 

Senator Atiorr. Now, if I may ask him 1 or 2 other questions. 
Did you ever examine the policy by which you paid to the Continental 
Assurance Co. ? 

Mr. Brrzer. Yes. 

Senator Atiorr. Have you seen this policy which the American 
Continental has? 

Mr. Brrzrer. I personally have not. Our treasurer handled the in- 
surance transaction. 

Senator Attorr. Then, it would do me no good to pursue any fur- 
ther questions. 

Mr. Brrzer. I never saw the actual copy. 

Mr. Correr. You were kind enough to supply photostats of this 
material you were to furnish. Would you examine them and deter- 
mine that they are photostats of the material you produced, please 
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in compliance with our subpena and which you have previousl) 
identified ¢ 

Mr. Brrzer. Yes, they are. 

Mr. Correr. Mr. Chairman, may they be identified for the record ‘ 

Senator Dougias. The documents will be identified for the record. 

(The documents submitted by the Illinois Coil Spring Co. referred 
to are on file with the subcommittee. ) 

Senator Atiorr. Mr. Bitzer, before you leave the room, L may 
want to ask you a question about these. 

Senator Doueias. Thank you very much, Mr. Bitzer. 

The subcommittee feels very strongly that men who may be ad 
versely affected by testimony should have the chance to take the 
stand at the same meeting and offer such testimony as they wish to 
give. I therefore would like to give Mr. Angelo Inciso the oppor 
tunity of taking the stand at this time. Mr. Inciso. Is Mr. Inciso 
here / 

May I ask if Mr. Inciso was served a subpena / 

Mr. Correr. He was, sir. 

Senator Dove.as. By whom ? 

Mr. Correr. By Mr. Ine. 

Senator Doveias. On what date? Do we have a copy of the sub 
pena served on Mr. Inciso / 

Mr. Puant. Yes, sir. 

Senator Dovucias. I would like to have this inserted in the record 
at this point, and now ask if Mr. Inciso is present. 

W ould you take the stand, please, Mr. Imle / 

(At this point, Mr. Salvatore Oddo approached the chairman and 
wanted the hearing to go off the record. ) 

Senator Doueias. There is nothing off the record that takes place in 
these committee hearings. If you are the authorized attorney for Mr. 
Inciso—— 

Mr. Oppo. I am not the authorized attorney. 

Senator Atitorr. May I inquire if it is clear that Mr. Inciso has not 
responded ¢ 


STATEMENT OF ALBERT R. IMLE, ASSISTANT COUNSEL. 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDS 


Senator Dovetas. Will you state your name, please / 

Mr. Imur. Albert R. Imle. 

Senator Dougias. You are assistant counsel for the committee / 

Mr. Ime. Yes, sir. 

Senator Doverias. Did you serve a subpena upon Mr. Inciso that he 
testify on November 28, today, at 10 o’clock in the morning. 

Mr. Ime. Yes, I did. 

Senator Doveias. Did you also serve a subpena on the local, as such ? 

Mr. Imre. Yes, I did. 

Senator DovuGias. Did you serve these subpenas in person / 

Mr. Imire. Yes. 

Senator Dovetas. In Mr. Inciso’s presence ? 

Mr. Ime. Yes, sir. 

Senator Doueias. I again ask if Mr. Inciso is in the room? If he is 
not. | am going to ask one of the guards to call the name of Mr. 
Angelo Inciso in the corridor. 
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Mr. Correr. Mr. Imle, I would like to show you these two subpenas 
and ask you whether or not they show your return. 

Mr. Imux. Yes, sir, 9:25 a. m., November 19, Saturday, I personally 
served Mr. Angelo Inciso at the offices of Amalgamated Local 286, at 
3909 West North Avenue, Chicago. I also served upon him the subpena 
directed to the Amalgamated Local itself, and to him as its president. 

Senator Dovetas. Will you make these documents a part of the 
record and submit them to the stenographer ? 

(The subpenas referred to were marked “Exhibits 77 and 78 and 
are as follows:) 

ExuIsit No. 77 

UNITED STATES OF AMERICA 

CONGRESS OF THE UNITED STATES 


To ANGELO INctso, President, Amalgamated Local 286, UAW, A. F. of L., 3909 
West North Avenue, Chicago, IUl., Greeting: 

Pursuant to lawful authority, you are hereby commanded to appear before the 
Subcommittee on Welfare and Pension Funds of the Senate Committee on Labor 
and Public Welfare of the Senate of the United States, on November 28, 1955, at 
10 a. m., at their committee room P-63, the Capitol, Washington, D. C., then 
and there to testify what you may know relative to the subject matters under 
consideration by said committee. 

Hereof fail not, as you will answer your default under the pains and penalties 
in such cases made and provided. 

To Albert R. Imle to serve and return. 

Given under my hand, by order of the committee, this 18th day of November, 
in the year of our Lord one thousand nine hundred and fifty-five. 


PAUL H. DovGras, 
Chairman, Subcommittee on Welfare and Pension Funds of the Senate 
Committee on Labor and Public Welfare. 


[Endorsement] 
NOVEMBER 19, 1955. 
I made service of the within subpena by personal service upon the within- 
named Angelo Inciso, 3909 West North Avenue, Chicago, Ill., at 9:30 a. m., on 
the 19th day of November 1955. 


ALBERT R, IME. 


EXHIBIT No. 78 


UNITED STATES OF AMERICA 
CONGRESS OF THE UNITED STATES 


To AMALGAMATED LOCAL 286, UNITED AUTOMOBILE WORKERS OF AMERICA, A. F. or L. 
3909 West North Avenue, Chicago, Ill., Greeting: 

Pursuant to lawful authority, you are hereby commanded to appear before 
the Subcommittee on Welfare and Pension Funds of the Senate Committee on 
Labor and Public Welfare of the Senate of the United States, on November 28, 
1955, at 10 a. m., at their committee room P-—63, the Capitol, Washington, D. C., 
then and there to testify what you may know relative to the subject matters 
under consideration by said committee, and to bring with you the following 
described documents: 

1. The cash receipts ledger, receipts book, memorandums of receipts, reflecting 
all moneys received in Amalgamated Local 286, UAW, A. F. of L., from all sources 
and representing payments for union dues and/or payments for group insurance 
or health plan for members and/or for dependents of members of said Local 286, 
for the period August 1, 1951, to date. 

2. All letters and/or memorandums of transmittal which accompanied the 
aforedescribed payments for union dues and/or payments for group insurance 
or health plan for the period August 1, 1951, to date. 

8. The cash disbursements ledger, canceled checks, check stubs, petty cash 
slips, and all other records reflecting the disbursement of all funds received by 
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Local 286 as payment of dues and/or payment for group insurance or health 
plan, during the period August 1, 1951, to date. 

4. Copies of the minutes of all meetings of Amalgamated Local 286, and copies 
of the minutes of all meetings of any executive committee of that local, held dur 
ing the period January 1, 1951, to date. 

0. Copies of all audit reports prepared as the result of examinations made 
the books and records of Local 286 during the period August 1, 1951, to date 

Hereof fail not, as you will answer your default under the pains and penalties 
in such cases made and provided. 

To Albert R. Imle to serve and return. 

Given under my hand, by order of the committee, this 1sth day of November, 
in the year of our Lord 1955. 

Pau. H. Dovucras, 
Chairman, Subcommittee on Welfare and Pension Funds of the Senate 
Committee on Labor and Public Welfare 
[Endorsement] 
NOVEMBER 19, 1950 

I made service of the within subpena by persona! service to Angelo Inciso 
the offices of Local 286, at 3909 West North Avenue, Chicago, Ill, at 9:25 a. n 
on the 19th day of November 1955. 

ALBERT R. IML 


+s 


Senator Dovugias. Did Mr. Inciso respond to the calling of his 
name / 

The Guarp. He is not present outside. 

Senator Doucias. You called his name / 

The Guarp. Yes, sir. 

Senator Douce as. There was no response 4 

The Guarp. There was no response at all. 

Senator Dovetas. I will later move that we meet in executive session 
and that Mr. Inciso be cited for contempt. 

As I say, we subpenaed Mr. Peters, who is secretary-treasurer and 
member of the board of directors of American Continental. We 
received a telegram from him which I shall ask Mr. Cotter to read. 

Mr. Correr (reading) : 

Committee on Public Welfare, Room P-G63, Capitol Building, Washington, D. C 
Missed my flight due to weather. Will be available to the committee about 
p.m. Marvin J. Peters. 


1 


Senator Dowaras. We also subpenaed Mr. Charles Lucenti, presi- 
dent of the American Continental Insurance Co. We were informed 
he was ill and a doctor’s certificate would be presented by Mr. Peters, 
who is now not present. The committee made ever effort to see that 
these men were present and had a chance to defend themselves against 
any possible statements which might be made before us. 

Senator Atnorr. Mr. Chairman, it might be well to point out those 
subpenas were all for the same time, 10 o’clock this morning. 

Senator Doveras. That is correct. 

We will now proceed with other witnesses. Mr. Jacobs? Mr. Leo 
E. Jacobs, will you take the stand ¢ 

Mr. Jacobs, will you identify yourself, name and address, for the 
record ? 

Mr. Jacons. My name is Leo FE. Jacobs. Iam president of the Titan 
Abrasives Co. 

Senator Dovucias. That is located at 1400 West 59th Street, 
Chicago ? 

Mr. Jacorns. That is correct. 

Senator Dovaras. Mr. Jacobs, will you raise your right hand? 


-_ 


1 See pp. 1128, 1368-1369, infra. 
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Do you solemnly swear, or affirm, that the testimony which hy are 
about to give will be the truth, the whole truth, and nothing but the 
truth, so help you God ¢ 

Mr. Jacoss. I do. 


TESTIMONY OF LEO E. JACOBS, PRESIDENT, TITAN ABRASIVES 
C0., CHICAGO, ILL. 


Senator Douéias. Mr. Cotter, will you conduct the examination? 

Mr. Correr. Mr. Jacobs, your company has contributed to the 
Amalgamated Local 286, UAW-AFL? 

Mr. Jacons. That is correct. 

Mr. Correr. Will you briefly state the background or circumstances 
under which this arrangement began 4 

Mr. Jacons. We have been covered by Travelers Insurance for per- 
haps 20 years, on a group life insurance and hospitalization plan. 
About 3 or 4 years ago, a representative of Massachusetts Mutual ar- 
rived on the scene and told us that he would like to have us cancel 
with Travelers and take out our insurance through Massachusetts 
Mutual. I don’t remember the exact circumstances, but it was made 
very plain to us that this was being done at the insistence of Mr. 
Inciso. We went back to Travelers and told them of our plight and 
they said, “Well, it is being done all over the country. They are 
switching from Massachusets Mutual to Travelers, and from 
Travelers to Massachusetts Mutual and we don’t see that there is any- 
thing vou can do about it.” 

So we continued with Massachusets Mutual for a matter of 3 or 4 
years. At one of our negotiations with union officials, Mr. Inciso said 
he had a new insurance plan which he thought would be interesting 
to us—he could save us a little money. Most of the members of his 
union were under this same plan and thought we would be interested. 
J said we would be. 

Later on, he asked us for information about our plan that was in 
effect at that time and we gave it to him. He called me on the phone 
and gave me a rate that was a few cents lower than we were getting 
from Massachusetts Mutual. We turned our cards over to the new 
insurance company that he was proposing. 

Senator Atnorr. What was that company / 

Mr. Jacogns. Massachusetts Mutual. 

Mr. Correr. No, the new company. 

Mr. Jacoss. We didn’t even know what the name of it was at that 
time. We simply turned over the cards so he could see the ages and 
the number of people involved, and so forth. 

Senator Doucias. What company did it turn out to be? 

Mr. Jacoss. American Continental in Chicago. 

Senator AtLorr. To whom did you turn over the cards? 

Mr. Jacons. To the union representative. 

Senator Attorr. To Mr. Inciso? 

Mr. Jacons. No, I think they were given to one of his men. He 
didn’t bother with them. 

After he had gone over these cards and so forth, he came up with a 
plan which was in effect practically the same as we had under 
Massachusetts Mutual. As I recall it, he did suggest a little increased 
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benefits on some of the hospitalization features and on that basis we 
said, “O. K., we will start out with you now.” 

We have sent checks each month since that happened to the 
checks made payable to the union for the group insurance, hospit: u] 
ization, and a separate check for the dependents. Along with those 
checks we have sent a listing showing who are covered by the insurance 
and the total amounts due and so forth. A rec apitulation, in other 
words. 

Mr. Correr. Do you include the dues which you collect from thie 
employees ¢ 

Mr. Jacoss. They have no connection. We have separate checks. 

Mr. Correr. No connection with dues? 

Mr. Jacoss. No connection with dues. 

Mr. Correr. How much do you actually send for each employee 

Mr. Jacoss. $8.27 each. 

Mr. Correr. Were you subpenaed to bring certain records with vou 
here this morning ? 

Mr. Jacons. That is right. 

Mr. Cotter. Have you brought those records? 

Mr. Jacoss. I have. 

Mr. Correr. Would you describe the records? 

Mr. Jacons. I have brought copies of the checks that we have sent 
from April 18 until October 12. 

Senator Atxorr. Of what year? 

Mr. Jacoss. 1955. 

The summary sheets of the Massachusetts Mutual group policy 
dated September 2 and 3, 1954 to 1955. 

Our letter to the American Continental Insurance Co., May 31, 
1955. 

Copies of our remittances for the group life—meaning by that the 
sheet that accompanies our check. 

Senator Atiorr. Do you have copies of the collective bargaining 
agreement ? 

Mr. Jacors. I have. 

Mr. Correr. Let me show you photostats of certain documents here 
and ask if you can identify them as the documents which you brought 

Mr. Jacozs. Everything is here except the copy of the bargaining 
agreement. 

Mr. Correr. Is this a copy of the bargaining agreement ? 

Mr. Jacors. That is correct. 

Mr. Correr. Mr. Chairman, can they be identified for the record ? 

Senator Dovetas. They will be identified and made a part of the 
record.? 

Mr. Correr. Do you know how much of the funds you were sending 
the union for insurance was actually transmitted to the insurance 
company ? 

Mr. Jacogs. I have no idea. 

Mr. Correr. Did you have any discussion with Mr. Inciso in this 
regard ? 


1The documents submitted by the Titan Abrasives Co. referred to are on file with the 
subcommittee. 
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Mr. Jacors. No. 

Mr. Correr. Did you have any discussion as to how these payments 
would be treated—as dues, insurance payments, or what ? 

Mr. Jacoss. We never entered into any discussion with him about it. 

Mr. Correr. You have identified your collective-bargaining agree- 
ment of November 25, 1954, between your company and the union. 
Does this agreement contain a provision relative to the payment of 
insurance coverage for employees ? 

Mr. Jacoss. To my recollection, it has no mention of it. 

Mr. Correr. Do you know why it does not ? 

Mr. Jacoss. Because our insurance had been in effect long before 
we entered into any agreement at all with the union. 

Mr. Correr. Did your entering into this arrangement with the 
union with respect to the American Continental Insurance take place 
prior to or subsequent to November 25, 1954? 

Mr. Jacons. Subsequent. 

Mr. Corrrer. You didn’t consider it necessary to have an amendment 
to the collective-bargaining agreement, including this new arrange- 
ment ? 

Mr. Jacoss. We saw no reason for it 

Mr. Correr. Did you know the rate that other employers were pay- 
ing to this union ? 

Mr. Jacoss. No. We just checked it against the rate we were pay- 
ing. We checked his rate against the rate we were paying to Massa- 
chusetts Mutual. It wouldn't have been particularly pertinent to us 
to consider the rate the others were paying, because we didn’t know, 
without checking each policy against the other, whether we were get- 
ting the same coverage. 

Mr. Correr. Is there any association of employers in this group 
that are organized through ‘this union ? 

Mr. Jacons. No, sir. 

Senator Dovenias. Were you paying $7 per man? 

Mr. Jacons. We were paying a little more than that. 

Mr. Correr. A little more than $7 a month ? 

Mr. Jacozs. Before we switched over to American. 

Senator Doveias. When you did switch over, how much did you 
pay? 

Mr. Jacoss. $7 per month. 

Senator Doueias. So your rate actually went down ? 

Mr. Jacons. A few cents per thousand ; yes 

Senator Doveras. Other testimony pointed out this was 85 cents 
a month more than other employers were paying. 

Mr. Jacozs. That wouldn’t apply unless they checked one policy 
against the other. You see, ours will be in effect so long that perhaps 
we had different coverage, I don’t know that. 

Senator Douetas. I have no more questions. 

Senator Allott. 

Senator Atxorr. I have one question ; yes. 

When you pay in effect for benefits for your employees, these are 
arrived at essentially, whether you say so or not, by process of col- 
lective bargaining, but are not included in your agreement. 

Mr. Jacons. Well, I explained that we had paid for the insurance 
long before our place was unionized. It was a voluntary contribution 
of the company, and no change has taken place as far as we are con- 
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cerned, except that we have been switched around from one insu 

ance company to another. We are not too happy about it, but that 
is What happened to us. 

Senator AtLorr. Are your employees apparently happy with the 
new company ¢ 

Mr. Jacozs. I should have brought that out. Before we switched 
to the American General Insurance Co., we carefully polled our 
employees because we wanted to be sure the ‘y were satisfied and they 
did vote in favor of our going into the American General Insur 
ance Co. 

Senator Atiorr. American Continental, do you mean / 

Mr. Jacons. American Continental. I always call them General. 

Senator Doveias. Thank you very much. 

For the benefit of the press, so that improper inferences may not 
be drawn, I would like to say that Mr. Peters has entered the room 
since his name was called and, 1 assume, at an appropriate time he 
will testify. 

We are going to call Mrs. Frances Hall as our next witness. 

Mrs. Hall, will you identify yourself for the record? Your nam 
is Frances Hall? 

Mrs. Hautw. That is right. 

Senator Doucias. You are a bookkeeper for the union at 890% 
North Avenue, Chicago ? 

Mrs. Haux. That is correct. 

Senator Doucias. Will you raise your right hand. 

Do you solemnly swear that the testimony you are about to give 
is the truth, the whole truth and nothing but the truth, so help you 
God ? 


Mrs. Hauu. I do. 


TESTIMONY OF FRANCES HALL, BOOKKEEPER, UAW-AFL AMAIL- 
GAMATED LOCAL 286, CHICAGO, ILL. 


Mr. Correr. Mrs. Hall, how long have you been employed by Lo 
286 ¢ ; 

Mrs. Hau. September 28, 1954. 

Mr. Correr. Where were you employed prior to that ? 

Mrs. Hatin. Oldsmobile division, Genera] — Corp. Well, after 
I left there I worked for LaGrange Oldsmobile in LaGrange, Il. 

Mr. Correr. As an employee of Local 286, have you been designated 
as the party to deliver the records in response to the subpena duces 
tecum-which was served on them, and which vou have heard was served 
on them ? 

Mrs. Haux. Was I designated to deliver the record ? 

Mr. Correr. To bring the records in; ves. 

Mrs. Haru. No; I wasn’t. 

Mr. Correr. Do you know whether anybody is complying with that 
subpena ? 

Mrs. Hatz. Not as far as I know. 

Mr. Correr. Do you know why not? 

Senator Doveras. Just a minute. May I say to the photographer 
that we made a previous ruling that no photographs are to be taken 
of witnesses or of anyone in this room. I have applied that rule to 
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other photographers and I must apply it to you. We do that in order 
to protect the witnesses from possible annoyance. 

Mrs. Hau. As I understand it, that subpena was given to Mr. 
Inciso, was it not, for the records? 

Mr. Correr. Yes; but it was a subpena upon the union and not upon 
Mr. Inciso personally. 

Senator Dove.as. It was both. It was a subpena to Mr. Inciso 
personally, and a subpena to the union, as such. 

Mr. Correr. Then, you as an employee could produce such records 
in accordance with the subpena served to the union ¢ 

Mrs. Hay. I wasn’t designated to do so. 

Mr. Correr. Do you know whether anybody was? 

Mrs. Haury. Not that I know of. 

Senator Dovetas. Were you told not to produce the records? 

Mrs. Hatu. I wasn’t told I should or shouldn't. 

Mr. Correr. To your knowledge, no one is going to produce the rec- 
ords for the union? 

Mrs. Hau. That is right. 

Mr. Correr. Do you know why not? 

Mrs. Flatt. No; I don’t. 

Mr. Correr. Did you receive any information in that regard ? 

Mrs. Har. No. 

Mr. Correr. You were familiar with the fact that a subpena was 
served ? 

Mrs. Hatx. Yes, sir. 

Mr. Correr. Being in the office, you must be conversant with the 
attitude that was taken with respect to the service of the subpena and 
know whether there was intention on the part of the officials of the 
union to comply with the subpena ? 

Mrs. Haru. I don’t know. I was of the opinion it was given to Mr. 
Inciso and that he would bring the records if he did come. 

Mr. Correr. Do you know that he is not coming? 

Mrs. Hat. Yes. 

Mr. Correr. Would you explain your duties at the local, Mrs. Hall? 

Mrs. Hau. I am secretary and bookkeeper. I handle the incoming 
money, the money that comes from the companies for insurance, dues, 
initiation fees, and so forth. I bank it. Then I make up the check for 
the insurance premium, to the insurance company. 

Mr. Correr. Then you handle the money that comes in for these in- 
surance payments? 

Mrs. Hatz. Yes, I do. 

Mr. Correr. You have heard the testimony that has been given here 
this morning ? ; 

Mrs. Hau. Yes, sir. 

Mr. Correr. When you received these payments, you deposited them 
in a union account ? 

Mrs. Hau. Yes, sir. 

Mr. Correr. Is there a special account for this insurance money ? 

Mrs. Harv. There is just one account that we have, that is the 
Amalgamated Local 286 account. 

Mr. Correr. Everything goes into that one account ? 

Mrs. Haru. That is right. 

Mr. Correr. Including this insurance money ? 

Mrs. Hau. That is right. 
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Mr. Correr. In turn, do you draw checks for Mr. Inciso’s signature 
to pay the premiums ? 

Mrs. Hau. Yes, I do. 

Mr. Correr. And during the past year those premiums have gone 
to the American Continental Insurance Co. ? 

Mrs. Hauy. That is right. 

Mr. Correr. And does the amount of the check which you draw to 
the insurance company correspond with the amount you receive from 
the various companies which contribute or send this insurance money 
in ¢ 

Mrs. Hatu. No, it doesn’t. 

Mr. Correr. It does not. In what respect doesn’t it correspond ¢ 

Mrs. Haru. As the checkoffs come in from the companies, I show 
them as $6.15 for insurance and $3 for dues. When I make up the hist 
to submit to the insurance company, the payment is $5.15. 

Mr. Correr. Why do you do that? 

Mrs. Haun. I have been told to do so. 

Mr. Correr. By whom? 

Mrs. Haux. Mr. Inciso. 

Mr. Correr. Did he give any reason ? 

Mrs. Haw. No, I never questioned it. 

Mr. Correr. You never wondered about it ? 

Mrs. Hau. I was just told that was the procedure when I started 
there and that was it. 

Mr. Correr. You also take out a 4-percent administration charge, 
do you not, Mrs. Hall? 

Mrs. Hatz. That is right. 

Mr. Correr. That is in addition to the dollar ? 

Mrs. Haux. That is right. 

Mr. Correr. Were you ever instructed to raise the amount up to 
$6.15 again ? 

Mrs. Hatz. No, I wasn’t. 

Mr. Correr. Did you hear any conversation or talk about that ? 

Mrs. Haun. Mr. Inciso mentioned it would be raised to $6.15 at a 
future date, but no date was mentioned. 

Mr. Correr. Was that subsequent to our original visit to your office / 

Mrs. Hatu. Yes, I believe it was. 

Mr. Correr. October 5 ? 

Mrs. Haux. Yes. 

Mr. Correr. Were you the girl whom Mr. Inciso instructed to fur- 
nish us the premiums and the claims for the past year that had been—— 

Mrs. Hatx. No, not the claims; that is Mrs. Lawrence who handles 
the claims. 

Mr. Correr. With respect to any dividends that have been paid on 
these policies, do you know what disposition is made of those ¢ 

Mrs. Haw. What dividends, sir ? 

Mr. Correr. The $29,000 in dividends that came from Continental 
Assurance Co. ? 

Mrs. Haun. I know nothing of that. That was probably prior to 
my time, was it not? I didn’t start until the end of September 1954. 

Mr. Correr. Did you ever have any conversation with respect to 
dividends, in relation to the Continental Assurance Co., with Mr. 
Inciso? 

Mrs. Hatz. No, I didn’t. 
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Mr. Correr. What are the procedures with respect to the keeping 
of records there, Mrs. Hall ? 

Mrs. Hat. The only records we have there are the receipts vouchers 
and the check copy, which is our disbursement voucher. We no longer 
keep books in our office. 

Mr. Correr. For how long haven’t a kept books in your office? 

Mrs. Harn. That started right after I started working there, I be- 
lieve, about November 1954. 

Mr. Correr. Where were the books kept then ? 

Mrs. Hau. Since then? 

Mr. Corrrr. Yes. 

Mrs. Hau. In the Beverly Hills office, in the international office in 
California. 

Mr. Correr. Under whose supervision ? 

Mrs. Hani. Mr. Anthony Doria. 

Mr. Corrrer. Does Mr. Doria bear some relation to this union / 

Mrs. Hau. He is vice president of the international union. 

Mr. Correr. Is he also financial officer for the local ? 

Mrs. Haux. Financial officer of the local ? 

Mr. Correr. Is he financial secretary ¢ 

Mrs. Hatz. I don’t know if you would call it of the local. 

Mr. Corrrer. We know he is international secretary-treasurer, or was, 
but isn’t he a local official, too? Isn’t he an official of local 286 ? 

Mrs. Hauu. Yes, I believe he would be. 

Mr. Correr. What is his title? 

Mrs. Haun. Secretary- treasurer. 

Mr. Correr. Secretary-treasurer for 286? 

Mrs. Haun. Yes. 

Mr. Cc orTeR. Is it under his direction that these books were trans- 
mitted to Los Angeles? 

Mrs. Hatz. That is correct. 

Mr. Correr. Do you know whether he still holds the position of 

secretary-treasurer of local 286? 

Mrs. Hats. T don’t know whether he does at the present time. 

Mr. Correr. Do you have any reason to believe that he may not? 

Mrs. ree There was a convention just held recently and that may 
have made things change, I am not certain. 

Mr. Correr. Do you know whether any disposition has been made of 
the books in the Bev erly Hills office ? 

Mrs. Haru. No, I don’t. 

Mr. Corrrr. Were any books ever sent back to your local 286 office ? 

Mrs. Hat. Not to my knowledge. 

Mr. Correr. Would you know it, do you think, as bookkeeper there ? 

Mrs. TTany. I might. 

Mr. Cotter. What is done with this $1 that is left in the union ac- 
count from the insurance payment ? 

Mrs. Harti. When the money comes in it is banked and it remains 
in the bank and the only part of it that would be taken out to pay the 
premium would be $5.15. The rest would remain in the bank deposit. 

Mr. Correr. And it would be used as other union funds? 

Mrs. Hart. That is right. 

Mr. Correr. And you pay all bills out of that ? 

Mrs. Haru. That is right. 

Mr. Corrrr. Do the officers of the union have an expense account ? 
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Mrs. Hau. No: they don’t. 
Mr. Correr. There is no money coming out of union funds for ex 
penses of the officers ‘ 


Mrs. Hatx. Do you mean a regular weekly expense account of a 
certain amount ¢ 
Mr. Correr. An unlimited expense account, or such expenses as they 


see fit ? 

Mrs. Hai. It would be Mr. Inciso, only. 

Mr. Correr. Do you keep any separate accounting of tn eXpenses 

Mrs. Hatt. No; I don’t. 

Mr. Correr. Who has the power to sign checks on this account’ Do 
you! 

Mrs. Hauw. Mr. Inciso. 

Mr. Correr. Mr. Inciso alone / 

Mrs. Hatz. Right. 

Mr. Correr. Is there maintained a substantial balance in the account 
at all times ? 

Mrs. Hauu. Yes; there is. 

Mr. Correr. Can you from any memorandum Vou have tell us what 
the income has been from insurance and from other sources during the 
past year ¢ 

Mrs. Hauu. No: I can’t. Not having the records here, I couldn't 
very well say. 

Senator Dove.as. Well, ea t vou make a rong] computation ¢ 
There are roughly 5,000 members of thi 

Mrs. Haun. That is correct. 

Senator Doucias. At $3 a month union dnes, that 1s $15,000 a mont] 
or $180,000 a year in union dues, isn’t that correct / 

Mrs. Haun. That would be correct. 


/ 


Senator Dougnas. And the insurance premitim is 86.15. That is a 
little over $30,000 a month for, 12 months. which is eqtial to $860,000, 
plus. 

Mrs. Hany. That would be correct. 

Senator DouGias. So you take in a total of approximately $540,000 


ayear. You transmit $5.15 of the insurance money and retain a dollar. 
You retain for the union in dues and insurance premiums not re 
mitted, $240,000: isn’t that correct ? 

Mrs. Hatt. That would be correct. 

Senator Doveias. Approximately. 

Mrs. Haun. Approximately. 

Senator Doveias. Do you have any memory of an expense ac- 
count for Mr. Inciso which you have made out? Any checks 

Mrs. Hauu. No. 

Senator Doveras. You can’t remember any checks that you have 
made out ? . 

Mrs. Hau. No. 

Senator Dovenas. What salary does Mr. Inciso draw from the 
union ? 

Mrs. Harn. S100 per week, 

Mr. Correr. Mrs. Hall, do you take all your instructions from 
Mr. Inciso? Ishe the manager of your office ? 

Mrs. Haru. That is correct. 

Mr. Correr. What are his functions in reg: - to the American Con 


tinental Insurance Co. ? Is he the manager of hat companyv,. Too 4 
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Mrs. Hatz. I don’t know whether you would call him the manager. 

Mr. Correr. Does he run it? 

Mrs. Hau. He does issue instructions, I can say that. 

Mr. Correr. He issues those instructions from the union office? 

Mrs. Hau. Yes, sir. 

Mr. Correr. Is local 286 doing some building at the present time? 

Mrs. Hat. Yes, they are. 

Mr. Correr. Are they building another union hall in South Chi- 
cago? 

Mrs. Hauu. That is right. 

Mr. Correr. Are the funds for that building coming out of this gen- 
eral fund into which all this money goes ? 

Mrs. Haxx. That is correct. 

Mr. Correr. Ihave no more questions. 

Senator ALxorr. Do you take anything out of these funds that come 
from the companies, besides the $1 and the 4 percent ? 

Mrs. Hatu. For what purpose, sir ? 

Senator Atxorr. I am not asking you for what purpose. I ask you 
if you take it out. 

Mrs. Haury. Out of the $6.15 ? 

Senator Atxorr. Yes. 

Mrs. Hautu. No. For the premium of $5.15, $1 is kept out of the 
$6.15. 

Senator AtLorr. How do you get the 4 percent ? 

Mrs. Hau. Out of the gross total, I deduct 4 percent. 

Senator Atxorr. That is right. Then you don’t do as you have said 
here repeatedly. You don’t remit $5.15,do you? You remit $5.15 less 
4 percent ? 

Mrs. Hatz. That is correct. 

Senator Atiorr. Now, you said in response to a question that you 
were secretary of the local at the beginning. Now, are you or are 
you not? You later said that this man Doria was the secretary-treas- 
urer of the local. 

Mrs. Hau. I am secretary-bookkeeper, Mr. Inciso’s secretary. 

Senator AtLorr. You are a secretary in the sense of being a stenog- 
rapher, but not in the sense of being an officer of the local ? 

Mrs. Hatz. That is correct. 

Senator Atxorr. You are not an officer of the local ? 

Mrs. Hat. No. 

Senator AtLorr. You said these books are kept in Beverly Hills. 
Just what do you keep in your office ? 

Mrs. Hau. We keep the receipt vouchers. Every time any money 
comes into the office, I make up a receipt voucher. 

Senator Atiorr. What is that kept in, a book / 

Mrs. Hauu. I keep one copy in a binder. There are three copies. 
The second copy at the end of each month goes to California, and on 
the checks—there are three copies. The first is the original and the 
second and third copies have a voucher attached to them upon which 
is put an explanation for the payment of anything. 

Senator Attorr. Do you keep one copy of that in your office ? 

Mrs. Hani. Yes, we do. 

Senator AtLorr. Now, what else do you keep ? 

Mrs. Hatx. Just 
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Senator Atiorr. Do you receive the bank statements each month? 

Mrs. Haun. Yes, we do, and the canceled checks. 

Senator AtLorr. Do you receive them ? 

Mrs. Hau. Yes, I do. 

Senator Atxorr. Do you receive the canceled checks ¢ 

Mrs. Hany. Yes, we do. 

Senator AtLorr. Do you receive them personally ‘ 

Mrs. Hau. Yes, I do. 

Senator ALLortT. —, you ever seen any checks signed by anyone 
else besides this Inciso ¢ 

Mrs. Harti. No, I haven't. 

Senator AtLorr. Does anyone ever cosign with him ‘ 

Mrs. Haru. No. 

Senator At.orr. It is his sole discretion ? 

Mrs. Harty. That is correct. 

Senator Attorr. When checks are written, who writes them? When 
checks are written on the union account who writes them ¢ 

Mrs. Hau. I write up the checks and Mr. Inciso signs them. 

Senator ALtLorr. You write all the checks at his direction ¢ 

Mrs. Hauxi. That is correct. 

Senator AtLorr. Now, do you balance the books each month as to 
the bank account, yourself ? 

Mrs. Haru. That is correct. 

Senator Atyorr. And what books do you have or do you keep in 
your office to do that? Do you keep a check ledger, also? 

Mrs. Hatxt. No, I don’t. Just the voucher copies and the receipt 
copies to make my b inkbook reconciliation report from. 

Senator Atiorr. Do you use a duplicate check or do you have to 
make your checks balance out from the stubs which you have in your 
office and the canceled checks? 

Mrs. Hau. There is a duplicate copy. 

Senator Atiorr. Of the checks? 

Mrs. Haun. That is right. 

Senator AtLorr. Do you keep any check ledger ? 

Mrs. Hari. No, I don’t. 

Senator AtLorr. Do you make any distribution on any kind of a 
bookkeeping system, or chargeoff, of these checks that are written for 

various items of expense ¢ 

Mrs. Hauu. No, I don’t. 

Senator Atiorr. Do you know if anyone does? 

Mrs. Hatz. Not in our office. 

Senator Atiorr. Does anyone have anything to say about whether 
a check is written other than Mr. Inciso? 

Mrs. Haru. No. 

Senator Atiorr. Now, what, then, becomes of the approximately 

$240,000 a year net that the union receives? You said that Mr. Inciso 
receives a salary of $100, or is it $210, per week? 

Mrs. Har. At the present time it is just $100 per week. 

Senator ALiorr. At the present time, you say. Since when? 

Mrs. Hatu. I believe since the convention. In the past several 
weeks, I would say. 

Senator AtLtorr. How much did he receive prior to that time? 
Mrs. Haru. $210 per week. 
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Mrs. Haut. There were other policyholders present. 1 don't reea 
how many. 

Mr. Correr. Would you have any idea of the over-all number « 
votes cast ¢ 

Mrs. Haru. No, I don’t. 

Mr. Correr. Were you instructed as to whom to vote ton 

Mrs. Hatin. No, | wasn't. 

Mr. Correr. How did you vote these ballots ¢ 

Mrs. Haun. When I was at the meeting it was just the board 
directors voted in. That was all that was voted in when | attended 
the meeting. 

Mr. Correr. Did you vote on that with your block of votes 

Mrs. Hay. Yes. 

Mr. Correr. Were you instructed whom to vote for‘ 

Mrs. Hatu. No, I wasn’t. 

Mr. Correr. You exercised your own judgment / 

Mrs. Hautu. That is correct. 

Mr. Correr. How many candidates were appointed for the job / 

Mrs. Hauu. They were nominated. 

Mr. Corrrer. At the meeting? 

Mrs. Hauui. That is correct. 

Senator DovuGLas. Who nominated them ¢ 

Mrs. Hautut. Anyone present. 

Mr. Correr. Did you know you were going to be a director of 
this insurance company / 

Mrs. Hatu. No: I didn’t. 

Mr. Correr. Was it a surprise to you? 

Mrs. Hai. Yes; it was. 

Senator ALLorr. Who nominated them ¢ 

Mrs. Hatt. Who nominated them ¢ 

Senator ALLorr. | want to know who nominated these people ? 

Mrs. Hauu. I believe the minutes would show that. 

Senator ALtLorr. Were you there / 

Mrs. Haut. Yes; 1 was there. 

Senator ALLorr. All right, [am asking you the question. 

Mrs. HALL. There Was a nomination made by Mir. Peters, one DY 
Mr. Lucenti, one by Mr. Inciso. 

Senator AtLorr. What did they dof One of them nominated 
everybody but himself ? 

Mrs. Hatt. Naturally they didn’t nominate themselves. They 
nominated someone else. I don’t remember offhand who nominated 
whom, but I remember those three did make nominations. 

Mr. Correr. Was anyone defeated who was nominated ? 

Mrs. Hauu. No: there wasn't. 

Senator Douecias. There was a unanimous vote cast / 

Mrs. Haui. That is right. 

Senator Dovertas. Thank you, Mrs. Hall. 

Mr. Doria, will you come forward? Will vou identify yourself for 
the record? Give your name and address. 

Mr. Dorta. Lam Anthony Doria, international secretary-treasurer 
of the International Union, United Automobile Workers of America. 
American Federation of Labor, with headquarters in Beverly Hill 
Calif. 
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Senator Doveias. Will you raise your right hand, Mr. Doria? Do 
you solemnly swear, or affirm, that the testimony which you are about 
to give is the truth, the whole truth, and nothing but the truth, so 
help you God? 

Mr. Dorta. I do. 


TESTIMONY OF ANTHONY DORIA, INTERNATIONAL SECRETARY- 
TREASURER, INTERNATIONAL UNION, UNITED AUTOMOBILE 
WORKERS OF AMERICA, AMERICAN FEDERATION OF LABOR 


Mr. Corrrer. Mr. Doria, did you receive a subpena, or were you 
served with a subpena? 

Mr. Dorta. I was served with two subpenas, one as secretary-treas- 
urer of the international union, and one as secretary-treasurer of 
Amalgamated Local 286. In the subpena for the international union 
there is no reference, however, to the office and attached to the sub- 
pena for the international union was a requirement to produce certain 
records of the local union. 

Mr. Correr. There was one personal subpena on you and one sub- 
pena for certain records ? 

Mr. Dorta. There was one subpena to me as financial secretary- 
treasurer of the Amalgamated Local 286. Then, there was another 
subpena to the international union which I received by virtue of being 
the only officer present at the time the subpena was served. And the 
subpena issued to the international union is a subpena that has at- 
tached a listing of records to be produced. 

Mr. Correr. You are an officer of the international union ? 

Mr. Doria. That is right. 

Mr. Correr. And you received this subpena / 

Mr. Doria. Right. 

Mr. Correr. Have you produced the records called for by the sub- 
pena ¢ 

Mr. Dorta. Well, there is a discrepancy there by virtue of the fact 
that the records called for are records of the local union. 

Mr. Correr. Of what? 

Mr. Dorta. A local union. 

Mr. Correr. Local 286? 

Mr. Dorta. Right. 

Mr. Correr. You were financial officer of local 286? 

-Mr. Dorta. Until approximately the middle of October ; yes. 

Mr. Correr. Approximately the middle of October. Under what 
circumstances did you cease being financial secretary ? 

Mr. Dorta. I have from time to time by virtue of the fact that this 
was my home local, and I was instrumental in the inception of it and 
the original organization of it, taken over as financial secretary or 
administrator when the local union found itself in difficulties, or the 
pressures of operating the local union became greater, when Mr. Inciso 
came to me and asked me to take over. 

We used to do that under administratorship. That is the technical 
procedure we use in the union to run the local affairs of the union 
while there is any difficulty going on. 
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By virtue of the type of publicity we received as a result of im 
posing an administratorship, we stopped that. Since I was also a 
member of the local, I told Inciso any time he wanted assistance and 
wanted me to act in that capacity, all he had to do was clear that office 
and if the board wanted me to do that, I would serve for whatever 
period of time they needed me and when the so-called difficulty was 
over I could always go right back into the international union and 
forget about the office in the local union. So, I served sporadically 
from time to time as an assistant in the local union. 

Mr. Correr. Let us start over again. You were financial officer in 
local 286 until the middle of October ? 

Mr. Dorta. Not continually; no. 

Mr. Correr. Now, wait a minute. Prior to that time, were there 
records kept in the international office, or on the west coast, and were 
copies of records periodically forwarded to the west coast from 
local 286 ? 

Mr. Dorta. The records that I have at the international head- 
quarters, from time to time, were the records which I used to provide 
the financial reports, the compliance reports, the contract reports for 
the local union. They were not administrative records of the local 
union. 

Mr. Correr. You heard the testimony of Mrs. Hall? 

Mr. Dorta. Yes. 

Mr. Correr. Do you agree with that testimony ? 

Mr. Dorta. It needs clarification from the standpoint of what I 
actually do with those records. 

Mr. Correr. And you are attempting to clarify it? 

Mr. Dorta. That isright. The thing that happens is—for example, 
vou have heard testimony this morning with respect to lists furnished 
by employers. You have heard testimony with respect to checks that 
are paid by the employers. You have heard testimony with respect 
to other types of communications that come in along with payments 
made by employers. Those, I do not get, but they do make a carbon 
copy of the total income and total disbursements on a given check, 
and that is used at the end of every year for the purpose of providing 
the compliance reports for that local union—in other words, form 
990 for the Treasury, the financial report to the Labor Department, 
and other compliance matters, as well as the financial report that is 
to be made available to the membership. That is the capacity in which 
I served the local union, along with contracts, contract clauses, and 
NLRB procedure. 

Senator Dovenas. I have to make a long-distance call. The com- 
mittee will recess for 5 minutes. 

(A short recess was taken.) 

Senator Doveias. The committee will be in order. Will the attor- 
ney identify himself? 

Mr. Nissen. I am Louis A. Nissen of the law firm of Gilbert, Nis- 
sen, and Irvin, located in Los Angeles, Calif. 

Mr. Correr. Mr. Doria, will you produce the records called for by 
the subpena served upon you ? 

Mr. Dorta. The records that are called for here don’t exist, as a 
matter of fact. 





1006 WELFARE AND PENSION PLANS INVESTIGATION 


Mr. Correr. Will you produce whatever records do exist with re 
spect to the function that you or your office performed on the west 
coast for local 286 ? 

Mr. Dorta. We will be glad to produce any records at all that we 
have for you, but we have to use this procedure to get them. This 
local is an autonomous local. I have already asked them to produce 
every record this committee wants, as recently as 3 days ago. 

Mr. Correr. You have experienced what has occurred here this 
morning with respect to our subpena on the local ? 

Mr. Dorta. That is right. I have told them to produce the records. 
If they don’t produce them we can take the local union under adminis- 
tratorship, have the records turned over to the international unio1 
and upon that basis we are in position and can produce them. 

Mr. Correr. You got a subpena to produce whatever records you 

had there with respect to accounting records sent you from the local 
union. Are you suggesting that loc al 286 has precedence, or priority 
in authority, over the subpena that was issued ? 

Mr. Doria. No; I do not say that at all. These records as of Octo- 
ber became the complete possession of the local union and not me 
personally. 

Mr. Correr. You sent them back to the local 

Mr. Dorta. The records? 

Mr. Correr. Yes. 

Mr. Donrta. ae only records T have in my possession are carbo) 
memoranda. I don’t have records: I don’t have books; I don't have 

<dgers; I don’t have reports on any of these records until the end of 
Dec ‘ember and the fiscal year is completed. 

Mr. Correr. Do you have memoranda with you? 

Mr. Dorra. I have carbon memoranda with no supporting evidence. 

Mr. Correr. You have them with you? 

Mr. Dorta. I don’t have them with me. 

Mr. Correr. Do you not feel that would have been a substantial 
compliance with this subpena ? 

Mr. Dorta. I would have, had I been served early enough. I just 
came back from a convention of our international union and was served 
upon my return to Beverly Hills. 

Mr. Correr. When were you served / 

Mr. Dorta. One week ago today. 

Mr. Corrrr. You have not had time? 

Mr. Dorta. I haven’t had time to get into the records, but any 
records that we have— 

Mr. Correr. Wait a minute. You have had a week to get these 
records together and that has not been time enough ¢ 

Mr. Dorta. No: because I came back from the convention with a 
commitment of 3 days out of my office. It was impossible for me to 
get into the office and dig out the records, make them available, trans- 
port them, and have them here this morning. 

Mr. Correr. Were you the only person who could have assembled 
these records / 

Mr. Dorta. No: the originals of all these records—and which are 
partial, in my holdings—are all in the local union office in Chicago. 

Mr. Correr. But you have the copies? 

Mr. Dorta. All I have is a carbon copy of a receipt and a carbon 
copy of a disbursement, and that is all. 
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Senator Atiorr. Then, the testimony of Mrs. Hall is not true‘ 

Mr. Dorta. I don’t know whether it is true or not. 

Senator ALLor. You sat here and heard her, did you not ‘ 

Mr. Dorta. I don’t know on what basis she is testifying or how she 
mterprets her own words. I can’t say it is not true. Lam telling you 
what I have. 

Senator Atiorr. Her testimony was that no books were kept in 
Chicago- 

Mr. Doria. The records—— 

Senator Atvorr. And I was very careful to ask her to state which 
records were kept there, and that all the rest of them were kept in 
vour office. Now, is that true or not true / 

Mr. Dorta. No; it is not, because the payroll records are kept 
exclusively in Chicago. Payroll checkotfs are kept exclusively in 
Chicago. Checks that come in are kept exclusively in Chicago. Con 
tracts signed by employers are kept exc lusively in Chicago. The 
only thing I get is their copy, made out in receipt form, so that I can 
make an audit at the end of the year. 

Senator Atnorr. What copies do you get! Let us line them out 
and make a list of the things that you do get. 

Mr. Dorta. O. K.; No. 1, a copy made out by the local union in 
Chicago of receipts of money, as they deposit in their bank. 

Senator Attorr. Is that in detail? 

Mr. Dorta. No; that is merely ‘in bulk form. It might say “dues.” 
it might say “initiation fees,” it might say—whatever the items of 
income might be. 

Senator Atitorr. Weekly, monthly, or what ? 

Mr. Dorta. Monthly. 

Senator Atuorr. So, monthly you get from the Chicago office a state 
ment of all income? 

Mr. Dorta. That is right. A set of receipts made out daily the 
duplie ates, the carbon copies. 

Senator Atiorr. Of all receipts / 

Mr. Dorta. Of receipts. That is right. And then monthly I also get 
a statement made out in receipt form individually, which conforms 
to each check which is written out of the Chicago office. And until the 
middle of October, I assembled this information so that at the end of 
the year I made the account breakdowns and provided the Labor De 
partment reports, the Treasury Department reports, the local union 
reports, and the e ompli: ince reports. 

Senator Atiorr. And you then kept the books which actually dis- 
tributed the expense to the various deductible items for your reports 4 

Mr. Dorta. No: I keep no books, at all. I make out a working sheet 
to effect the distribution of those receipts which they send me. 

Senator AtLorr. Somebody has to do it, and she denied that it was 
done in the Chicago office. 

Mr. Dorta. It is the nature of the accounting system. What I am 
actually explaining to you is the nature of the accounting svstem. 

If a check is received from an employer, they make out a triplicate 
receipt, a copy of which I get, and I file. If they make out a dis 
bursement, they make out a triplicate disbursement record, a copy of 
which I get, and I file. At the end of the fiscal year, then I produce 
my statements from those records. 
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Senator AtLorr. Now, you have the receipts. You have the dupli- 
cate copies of the receipts. And what other records do you have? 

Mr. Dorta. That isall [have. I have no other records. 

Senator At.orr. That is all the records of the company you have? 

Mr. Dorta. That is right. Of the union. 

Senator Atxorr. You certainly have worksheets. Do you not get 
a copy of the expenditures ¢ 

Mr. Doria. It is those receipts, the disbursement records. 

Senator ALLorr. Receipts are not disbursements. 

Mr. Dorta. I said receipts and disbursement records. That is the 
only thing I get. 

Senator Attorr. Then you receive carbon copies of all disburse- 
ments, is that right ? 

Mr. Dorta. The record which they send me, that is right. 

Senator AtLorr. Now, what other records do you have ? 

Mr. Dorta. That isall. I have no other records. 

Senator AtLorr. Now, you make these various reports. What re- 
ports do you make? 

Mr. Dorta. I make out form 990 for the Treasury, according to 101 
of the Internal Revenue Code. I make out, for example, the financial 
report for the Labor Department for compliance of the local union. 
In addition to that, I make out the financial report which is submitted 
to the local union to be distributed among the membership. 

Senator Atxorr. That is a financial report for monthly distribution 
to the membership ? 

Mr. Dorta. No; for annual distribution. That is in compliance 
with Taft-Hartley. 

Senator Attorr. What else? 

Mr. Dorta. The only other thing I handle for the loca] union is 
the matter of revamping and modifying contract clauses in their con- 
tracts with employers. 

Senator Atiorr. Do you act as a—let us forget that for a moment. 
I want to know what other records you have in your office. 

Mr. Dorta. That is the only thing. 

Senator Atxorr. Now, the only things you have in your office are 
these carbon copies of all receipts, carbon copies of all disbursements— 
is that carbon copies of the checks and the vouchers ? 

Mr. Dorta. No; I don’t get any checks. I don’t get any vouchers 
unless the receipts or disbursement records could be considered as 
vouchers. 

Senator Attorr. How do you know what these disbursements are 
for, then ? 

Mr. Dorta. Only by the indications they make on the receipt or 
disbursement record. 

Senator Auxorr. They make up a separate disbursement record for 
you? 

oe Dorta. That is right. I don’t get any originals in the office, 
at all. 

Senator Atiorr. Then you make out form 990 ? 

Mr. Dorta. Form 990, the Treasury Department form. 

Senator Atiorr. 101? 

Mr. Dorta. That is under the Revenue Code. 
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Senator Atxorr. Then the financial report to the Labor Depart 
ment ? 

Mr. Dorta. Right. 

Senator Atuorr. And the financial report of monthly expenses for 
annual distribution to your membership ¢ 

Mr. Dorta. Not monthly expenses. I make out an annual report. 
An annual income and disbursement record and establish a financial 
sheet. 

Senator Atiorr. Those are the five things that you did in your 
office ? 

Mr. Dorta. That is right. 

Senator Atiorr. You also must have had worksheets in connection 
with making those out ? 

Mr. Dorta. All those things are finally transmitted to the local 
union at the end of the fiscal year. When I get through with those 
reports, then I turn them over to them. 

Senator ALLorr. Do you mean to say, and are you saying, that you 
do not have any of these copies in your office / 

Mr. Dorta. I could locate copies and that is why I pointed out a 
moment ago that if I had an opportunity to get into my files with 
respect to any report which I have made out, 1 would be more than 
pleased to produce copies for this committee. I just didn’t have the 
time to do it. 

Senator Dove.as. Senator, would you permit me to ask a question / 

Senator Atxorr. Yes. 

Senator Dovucias. When did you leave Los Angeles for Wasli- 
ington ? 

Mr. Dorta. I left Los Angeles on Sunday morning. 

Senator Dovetas. And the subpena was served on the preceding 
Monday ? 

Mr. Dorta. The Monday of that same week, yes. 

Senator Doveias. Then you had 5 or 6 days in the interim. Do you 
not regard a subpena from the United States Senate as really being 
of first priority upon your time? 

Mr. Dorta. Yes, I definitely do, but the point is that having 
resigned my office in the local union as of that date, and having no 
complete reports at all that I could bring to conform to what the 
committee expects, I wanted to appear before this committee, get 
any clarification that I might as to what I should supply—and you 
are welcome to them—but I didn’t want to be absent from here look- 
ing for reports this morning. As a matter of fact, we called counsel 
in an effort to try to get it established that I would not be in that 
position. 

Senator Doveias. Why did you not have your clerks get out of your 
files such copies of memorandums as you had and bring those along ? 

Mr. Dora. There is no one in my office well enough acquainted with 
those reports to be able to compile them for me. 

Senator Dove.as. Are you your own filing clerk, Mr. Doria? 

Mr. Doria. I am my own filing clerk, auditor, my own accountant, 
and I do all my work myself personally, yes. 

Senator Dove.as. I believe, in view of the importance of the case, 
you should have taken a few hours off and assembled this material 
which you have filed. 
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Mr. Dorta. If IT could have taken the time off, I would have been 
glad to do it, but I have no time to take off. I just came back from 
a convention. 

Senator Dovenas. When you get a subpena from the United States 
‘ Government, that should have first claim on your time and not last 
claim on your time. 

Mr. Dorta. I can go right through this thing and start right out— 
“the cash receipts ledger’”—there is no such thing. “Receipts book,” 
there is no such thing. “Memorandums of receipt,’ I don’t know 
whether a carbon copy without supporting data even answers that. 

Senator Doveras. I would say a carbon copy is a memorandum. 

Mr. Dorta. I don’t know that it represents anything because I 
could not vouch for a thing on that, other than the word of the 
local union people who made it out for me. 

Senator Attorr. Have you not prepared Government reports upon 
the basis of that? Do not make a statement like that to us, Mr. Doria. 

Mr. Dorta. No: because the Government reports I make out, I 
resubmit to them for approval. 

Senator Doveras. You could submit them for our approval for 
accuracy. 

Mr. Doria. IT resubmit that tothem. I don’t vouch for those records. 
I can’t. I can only perform the work on the basis of what they sub- 
mittome. I then return it to them for approval. 

Mr. Corrrer. We just asked you to give us these records, Mr. Doria 
You did not have to vouch for them. What were you doing with your 
hours that you did not have time to look for these records? 

Mr. Dorta. In the first place, as I tried to point out—— 

Mr. Correr. What did you do with your hours? 

Mr. Dorra. I only spent about 18 hours a day since I got back from 
the convention trying to catch up on what happened in my office, and 
the commitments I have made to be out of my office, and believe me I 
am only here because of my real desire to cooperate this morning. 

Mr. Correr. Then you put all your other business activities ahead 
of locating those records and complying with the subpena ? 

Mr. Dorra. The business activities, no. I contacted the attorneys 
immediately and told them that I wanted to comply with whatever 
they wanted me to comply with. I told them my state of affairs. I 
explained everything to them. As a matter of fact, I made contact 
with counsel here. TI got in touch with Padway’s office, which also 
serves us. I explained everything to them. I expl: ained my plight to 
them. They also contacted counsel for this committee, and it was my 
understanding that the least T should do was come here and appear, 
and then if you required anything as a result of what explanation I 
might give this morning, you can have them. 

Mr. Correr. But you did not produce any records. 

Mr. Dorta. No. In the first place, there is a question as to what 
records I can produce, no longer being a secretary of that local union. 

Mr. Correr. When did you resign ? 

Mr. Dorta. It was around the middle part of October, approxi- 
mately 6 weeks ago. 

Mr. Correr. Do you not know the date? 

Mr. Dorta. Not the exact date. I think I have a letter to that 
effect. 

Mr. Correr. Why did you resign ? 
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Mr. Dorta. I resigned on this basis, that we have formed 
Mr. Correr. Did you submit a letter of resignation ! 

Mr. Dorta. The first instance was by tele ‘phone, so that the ‘Vy night 
be able to replace me. 

Mr. Correr. Does your resignation bear some re ‘le ation to the fa 
that our original call on the loc al union was October 

Mr. Dorta. No. 

Mr. Correr. It has no relation to that ? 

Mr. Dorta. No. 

Mr. Correr. Did you know we were conducting an investigation at 
the time you resigned 

Mr. Dorta. No, because I will still appear before this committee 
on anything that involves that local union, if you want me to. 

Mr. Correr. Did you mention the fact to the local union that you 
were inquiring about records ¢ 

Mr. Dorta. He said, “There is going to be an investigation and 
when the committee comes in, I am going to give them all the records.” 
I said, “I think you should do that. By all me ans cooperate with 
them.” TI said, “Do you need me in any capacity?” He said, “No; 
I am going to handle it.” 

I said, “Fine. Cooperate with the committee.” 

Mr. Correr. Do you know why he was not here this morning? 

Mr. Dorta. Yes; I do. 

Mr. Correr. Do you know why the records are not here this 
morning ? 

Mr. Dorta. Yes. 

Mr. Correr. Do you? 

Mr. Dorta. I know why these records are not here. 

Mr. Correr. I mean the local records. 

Mr. Dorta. No; that I don’t know. But I can tell you why he 
refused to come. 

Mr. Correr. Are you concerned with whether or not the records are 
here? 

Mr. Dorta. Yes; I am concerned and they are going to be produced. 

Mr. Correr. When? 

Mr. Dorta. They are going to be produced—if this committee can’t 
get them—and I think your procedures are stronger than ours—we 
are going to produce them through the international. 

Mr. Correr. You are making quite a to-do about it; are you not? 

Mr. Dorta. It is just the idea that these locals have a charter and 
have their autonomy and we have to restrict ourselves with respect 
to our relationship to these locals. We can’t just walk into a local 
union and take it over. You folks would be the first ones to criticize 
us for it. 

Senator Dovetas. We do not seem to be very successful. 

Mr. Dorta. We will help you, positively. 

Senator Arnorr. You have not helped us this morning, Mr. Doria. 
T do not care how you justify this to yourself, but nevertheless the 
fact is that there is information called for from you which you have 
in your possession which you have not produced here. It is not con- 
sistent with the attitude of a man who is concerned with the mainte- 
nance of justice and the maintenance of our legal and legislative 
system. 
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Now, you may be able to spout a lot of words and keep the floor, 
Mr. Doria, by spouting words, but nevertheless the fact remains that 
you have not produced a single record here from your office, if I under- 
stand you correctly. Is that true? 

Mr. Dorta. I don’t have the things that you request. 

Senator Atxorr. Is that true, that you have not produced anything? 

Mr. Dorta. That is right, and I have been in contact with this 
committee with respect to it for 3 or 4 days. We are not denying 
anything to this committee. 

Senator Dovetas. “Memorandums of receipts * * * from all 
sources and representing payments for union dues,” and so forth. 
Now “memorandums of receipts” certainly include carbon copies and I 
would say you do have, by your own admission, in your possession 
memorandums of money received and payments made, and that. it 
would have been a comparatively easy matter for you to have brought 
this material with you, having had 6 days to assemble it. 

Mr. Dortra. If I thought there was the least chance of doing it, 
Senator, I would have had it here, because I am not here for the pur- 
pose of obviating bringing this material. TI am here to tell you, if you 
want carbon copies, you can either have them in photostats, you can 
have them in the carbon copies, you can have them in any form you 
desire. But I have to be given an opportunity to assemble them, put 
them together, and bring them here. 

I was served on a Monday afternoon, late, with this subpena and I 
was already on my way out of my office. I merely called the attor- 
neys, advised them of the subpena, and did not return there for 3 days. 

Senator Doveras. Well, you should have returned. 

Mr. Dorta. I know, but I merely had commitments and I was ex- 
pecting the attorneys to carry through for us. After all, if I had 
any desire not to cooperate here, it would have been one thing. But 
I was never of the mind that I was going to resist, in any manner giv- 
ing any information that the committee wants. 

Mr. Correr. Well, then, why don’t we have it? 

Mr. Dorta. I can produce it just as quick as I can be given the oppor- 
tunity to get back. If you want a representative there, I can turn it 
over to him. I can come back before this committee if you want to 
question me on it. 

Mr. Correr. Why do we not have any records from the Chicago 
local?’ They did not appear here this morning. You have been 
closely associated with Mr. Inciso for years, have you not? 

Mr. Dorta. That is right, and Mr. Inciso is not following my 
recommendations in the matter. My recommendation as recently as 
2 days ago was to be here and produce as many of the records as he 
could bring—the originals. He said “Of course, I will need a truck to 
bring all the local union records.” 

TI said, “I think you ought to notify the committee as to the extent 
of the records and what might be required to transport them into 
Washington, but I think you ought to cooperate.” 

Mr. Correr. You are also quite familiar with the fact, I assume, 
Mr. Doria, that we offered just to examine the records in Mr. Inciso’s 
office, and he refused ? 

Mr. Dorta. I have heard two stories on that, and I haven’t been 
close enough to know what.the final story is. Now, when I originally 
talked to him, he agreed with me that the committee would have ac- 
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cess to any and all records, and I agreed with him that that ought to 
be done. And then, later, I found out that he refused to let the people 
come into the office, although as recently as 2 days ago he told me, 
“They can photostat any material that they want.” And I don’t know 
what the situation is in Chicago. 

But I do know that the records can be produced for this committee, 
and I know this committee need have—other than the trouble that 
we have, that we cannot get out of, that I cannot guarantee to allevi- 
ate, but beyond that you will get the full cooperation of the interna 
tional union if you will give us an opportunity to invoke our own 
procedures to get the records. 

Senator Doveras. We have a problem of time in all this. We have 
previous cases in which we have been stalled around from week to 
week, and from pillar to eae 

Now, item 2 that we subpenaed was 
All letters and/or memorandums of transmittal which accompanied the afore- 
described payments for union dues and/or payments for group insurance or 
health plan for the period August 1, 1951, to date. 

That would seem to be a very simple type of record. 

Mr. Dorta. Of course, I never get that, Senator, in my records. 
That is something that remains with the local unions, at all times. 

Senator Doveias. Do you not get carbons 4 

Mr. Dorta. No. Let’s say an employer sends in a checkoff list, a 
check and a letter of transmittal. I get none of those. 

Senator Dovenas. You do not get the originals from the employers ? 

Mr. Dorta. I don’t even get copies of them. 

Senator Dovetas. Do you not get recaps or statements from the 
local 4 

Mr. Dorta. All I get in that particular instance is a receipt which 
indicates how much money was received and for what. 

Senator Dovetras. Is there a summary sheet / 

Mr. Dorta. No. 

Senator Doveras. There is no summary sheet / 

Mr. Doria. No. 

Senator Deveras. Each copy is for a separate item / 

Mr. Dorta. That is right. 

Senator Doveras. And no summary sheets? 

Mr. Dorta. No. 

Mr. Nissen. I would like to suggest (1) that the witness be given 
an opportunity to complete an answer when he is answering. I know 
that the Senator doesn’t intentionally interrupt, and I don’t think the 
witness intentionally interrupts the Senator, but we would appreciate 
it if he was given an opportunity to complete his answer. 

Senator Dovetas. I had not realized we had violated that. 

Mr. Nissen. There were a number of instances and in the heat of 
this 

Senator Au.orr. I hope it was not I to whom you referred because 
it was he and you both who were interrupting me. 

Mr. Nissen. We are not interested in quibbling. We are interested 
in cooperating. If quibbling is going to take place here, it won’t be 
on our part. We are going to try to give you whatever you want. 

Senator Doveras. And I am sure the witness will try to be brief 
and concise in his replies. , 
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Mr. Nissen. This is an occupational hazard. One of the things I 
would like to point out is that as far as we are concerned—although 
counsel recognizes that the subpenas as such have some legal fault in 
them—we at no time intended to stand on that technicality. We came 
here to cooperate with this committee at our own expense. What we 
would like to do 

Senator Dovc as. You will be reimbursed for your trouble. 

Mr. Nissen. We don’t intend to ask for it. What we would like 
to do is open our books and records at the international, and you 
people know better what you want than we know what you want. If 
you will send an investigator down there, you can give him our share 
of the expenses for which you would reimburse us—send him down 
there and let him do anything he wants. He will have the full co- 
operation of the international union. And I think in that way, we 
can show our good faith. 

Senator Dovuetas. I would suggest that Mr. Doria telegraph his 
office assistant in Los Angeles to send down immediately all copies of 
receipts and expenditures which have been sent to the international 
office, and to send them special delivery, registered. 

Mr. Dorta. Senator, if I could have done that I could have issued 
that order and had them all ready, today. I do not have such an 
assistant. I would like to impress the committee with the fact that 
I handle my own work as secretary-treasurer, with the exception of 
a secretary who merely handles correspondence. 

Senator Doveras. You have no assistants? 

Mr. Dorta. I have no office assistants, no. 

Senator Doveras. So you get the subpena, you leave your office, 
you stay away for 3 days. W hen you come back on Thursday evening, 
or Thursday morning, or Friday some time, you do not have time to 
assemble the material. You come here without it. Now, did your 
attorney advise you that this is what you should do? 

Mr. Dorta. I explained this not only to 1 group of attorneys but to 
2 of them. They said, “We will contact the committee and tell them. 
We think you ought to be there, however, and put in your presence 
with respect to the subpena.” 

Senator Dovcias. We not only wanted your presence, we wanted 
your records. 

Mr. Dorta. I will just have to have some reasonable time to get 
them. 

Mr. Correr. On your way yesterday, did you stop off in Chicago? 

Mr. Dorta. Yes; I stopped off in Chicago for a change of planes. 

Mr. Correr. Did you talk to anyone? 

Mr. Dorta. No one. 

Mr. Correr. You did not have any conversation with Inciso? 

Mr. Dorta. Not yesterday, at all. As a matter of fact, if you knew 
the condition of my flight, you would know that there was no such 
opportunity. 

Senator Doveras. Mr. Doria, I am afraid we shall have to ask for 
your continued attendance at the sessions of the committee. We do 
not want to release you as a witness. You are likely to be called back 
again, but for the moment we will excuse you from the stand. How- 
ever, you should not leave the city. 

Mr. Dorta. If you want other information, I could give you other 
information you want at this time. 
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Senator Doveias. We want the copies of the records. We want you 
to send a telegram, jointly approved by the staff and by your attorney, 
asking for them. 

Mr. Dorta. I wish I could show these things to you so you could 
understand what I am trying to tell you. 

Senator Dovetas. Your counsel and our stat? will have conferences 
in the ensuing days. 

Mr. Dorta. Fine. Possibly we can work out something. 

Senator Doveias. The committee has been in session for 3 hours. 
We want to give everyone a chance to appear, but we have another 
session at 2 o’clock. 

I would like to ask Mr. Peters and Mr. Oddo if they would object 
to testifying late this afternoon ¢ 

Mr. Oppo. Well, Senator, | want to get back to Chicago, if possible. 

Senator Dove as. The committee is trying to be extremely oblig- 
ing. We have a lot of work, too. 

Mr. Oppo. I think my testimony will take about 5 minutes, at most. 
I have a law practice. 

Senator Doverias. We do not pledge ourselves to confine our cross- 
examination to 5 minutes. 

Mr. Correr. Mr. Chairman, I suggest that, since the hearing this 
afternoon may not take as long a time as the meeting this morning, 
these gentlemen appear after the 2 o’clock hearing.’ 

Senator Dovetas. We will adjourn until 2 o'clock, when we will 
take up the case of the United Mine Workers. 

(Whereupon, at 1:05 p. m., the subcommittee recessed to reconvene 


at 2 p.m. the same day.) 


AFTERNOON SESSION 


(The subcommittee reconvened at 2:05 p. m., Senator Paul IT. 
Douglas presiding.) _ é' , 

Senator Dovueias. The committee will come to order. Mr. Reed, 
will you take the stand, please ¢ 


TESTIMONY -OF LOUIS S. REED, RESEARCH DIRECTOR, SUBCOM- 
MITTEE ON WELFARE AND PENSION FUNDS 


Senator Dovetas. Mr. Reed, will you give your name, please / 

Mr. Reep. Louis 8. Reed. 

Senator Dovenas. Your address ? 

Mr. Reep. Washington, D. C. 

Senator Douetas. As I understand it, you have studied health plans 
and insurance programs for a great many years. 

Mr. Reep. I have. 

Senator Doucias. Some 25 years? 

Mr. Reep. Yes. 

Senator Doueias. You have written numerous articles on the sub- 
ject? 

Mr. Reep. I have. 

Senator Dovucnas. You would be too modest to say this, but the 
chairman will say it. You are commonly regarded as one of the most 
expert Americans on this general subject of insurance against sickness. 
You have conducted this study for the committee. 


1For further testimony on this subject, see pp. 1058-1080, 1498-1539, 1547-1599, infra. 
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Mr. Reep. I have done that, sir. 

Senator Dovetas. Has the committee at any time told you what 
your conclusions were to be? 

Mr. Reep. No, sir. 

Senator DoveLas. You have made your study completely independ- 
ently and the statements you are about to aon represent your own 
opinion ¢ 

Mr. Reep. Yes, sir. 

Senator Dove.as. Will you raise your right hand? Do yousolemnly 
swear that the testimony you are about to give will be the truth, the 
whole truth, and nothing but the truth, so or you God? 

Mr. Reep. I so swear. 

Senator Doueias. You may proceed. 

Mr. Reep. I thought that I could be more concise, Senator, if I put 
something down on paper and read it. Would that be all right ¢ 

Senator Dove.as. Yes. 

Mr. Reep. Mr. Fredric T. Suss, of the subcommittee staff, and I 
have made a study of the United Mine Workers welfare and retire- 
ment fund, and a report giving the results of that study has been 
submitted to the subcommittee, and is before you. I shall attempt to 
summarize very briefly this report. 

Our study of the UMW welfare and retirement fund for the bitu- 
minous coal industry was undertaken pursuant to the subcommittee’s 
program of studying the pattern of plans in representative industries. 
It was felt that any overall study of welfare and pension plans in this 
country would be incomplete without inclusion of the UMW fund 
which is the largest of all industrywide, jointly managed funds. 

History of the fund—This fund was established pursuant to an 
agreement reached on May 29, 1946, between the United Mine Workers 
and the Government of the United States which was then administer- 
ing the coal mines. Mr. Lewis had previously submitted a demand 
for a welfare fund to be financed by royalties paid on coal mined, but 
this demand had been refused by the coal operators. A strike ensued 
and the Government took over the mines. ‘The first agreement called 
for the payment of 5 cents on each ton of coal produced for sale or for 
use. Subsequent agreements increased the amount of the royalty, first 
to 10 cents, 20 cents, and then 30, and in 1952 to the present amount of 
40 cents per ton. 

Industrial relations in the coal-mining industry in the latter half 
of the forties can be characterized as turbulent. The coal-mining 
operators were unwilling to accept the idea of the fund. There was 
difficulty in agreeing on a neutral trustee and on the essential nature of 
the fund program; there were a number of lawsuits to prevent the 
fund from functioning. Resolution of these matters was only reached 
in many cases after strikes and work interruptions. In the course of 
this period the United Mine Workers and its president were twice 
adjudged to be in contempt of court and were fined—the union a total 
of $2,100,000, and Mr. Lewis, personally, a total of $30,000. It was 
actually not until 1950 that the fund had been firmly established and 
commenced to function on a settled basis. 

Legal basis of the fund.—The legal basis of the present fund is the 
national bituminous coal wage agreement of 1950, as amended Sep- 
tember 29, 1952. This agreement provides for a fund to be known as 
the United Mine Workers of America welfare and retirement fund of 
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.950, and provides for payments into this fund of 40 cents on each 
ton of on produced for use or sale by each signatory operator. It 
provides that the fund is to be operated by 3 trustees, 1 representing 
the employers, 1 the union, and 1 a neutral trustee selected by the 
other 2. ‘The agreement states that the signatory operators appoint 
Charles A. Owen as their representative, the UMW appoints John L. 
Lewis as its representative, and Miss Josephine Roche is appointed 
as the neutral trustee. 

This agreement states that the fund is an irrevocable trust, created 
pursuant to section 302 (c) of the Labor Management Relations Act, 
1947. The purpose of the trust shall be to make payments from prin 
cipal or income of benefits to employees of signatory operators and 
their dependents, such benefits to include medical and hospital care, 
pensions, death benefits, benefits for wage loss due to occupational 
or nonoccupational injury or illness, or other reasons, or insurance to 
provide any or all of the foregoing. ‘The precise benefits to be provided 
are not set forth in the agreement. The agreement, among other things, 
also provides that the trustee designated by the UMW shall be the 
chief executive officer and the chairman of the trustees of the fund. 
Resolutions passed by the trustees from time to time spell out in de- 
tail the benefits to be made available to miners and their families and 
the conditions of eligibility for these benefits. 

Mr. Lewis accepts no remuneration from the fund for serving as 
trustee or chief executive officer. Mr. Owen is paid a substantial sal 
ary. Miss Roche accepts no salary as a trustee but is paid for serving 
as director. In the latter capacity, Miss Roche is in full charge | 
all fund activities and reports directly to Mr. Lewis and the trustees. 
The fund has approximately 400 employees, about half in Washing 
ton and half in the 10 area medica! offices. 

Income of the fund, overall benefit program, and fund finances. 
All revenues of the fund come from the royalty on coal mined, plus 
small additional amounts from interest on bank deposits and returns 
on investments. Over the past 5 years tonnage collections have run 
between 125 and 130 million dollars a year. Collections in the fiscal 
year ending June 30, 1955, were $127,920,000, and total receipts, $129, 
200,000. 

Senator Doueias. Could you produce material on administrative 
costs ? 

Mr. Reep. Yes, sir. 

Senator Doveras. Could you do that later ? 

Mr. Reep. Yes, sir. 

Senator Doveias. What are the reserves of the fund now ? 

Mr. Reep. $103 million. 

Senator Doveras. Practically about the same as a year’s contribu- 
tions? 

Mr. Reep. Yes, sir. 

Senator Doveias. How was this money invested ? 

Mr. Reep. Some $37 million is in checking and savings bank ac 
counts. $45 million is in United States Government securities, $3,300, 
000 is in the common stocks of 3 public utility companies, and $18 
miilion is in notes receivable from the Miners’ Memorial Hospital 
Association. 

Senator Doveras. I understand you will come to this later, so 
proceed. 
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Mr. Reep. At present, the fund has four benefit programs, namely, 
(a) pensions, (/) funeral expenses and widows’ and survivors’ bene- 
tits, (c) disaster benefits, and (d) hospital and medical care for 
miners and their families. 

Over the 9 years of its existence the fund has had 2 other major 
programs, namely, maintenance aid cash benefits to miners disabled 
for more than 6 months, and continuing cash maintenance benefits 
to widows and dependent children of deceased miners. Both of 
these programs were discontinued as of April 1, 1954, reportedly 
because fund finances were not adequate for support of all the then 
benefit programs of the fund; some cuts had to be made, and these 
were considered the least valuable of the existing benefit programs. 

Senator Dougias. Mr. Reed, you have had a good deal of experience 
with such funds, have you not ? 

Mr. Reep. Yes. 

Senator Douctas. What would you say of the 3 percent expense 
ratio? 

Mr. Reep. I think that is very reasonable. We made a breakdown 
of ihe administrative expenses from data that the fund has. They 
do not do this themselves, but we did it, and attempted to allocate the 
expenses roughly to the different benefit programs. This showed 
that the administrative expenses of the pension program were a 
little more than 1 percent of the costs of that program, and the ad- 
ministrative expenses of the medical program were approximately 
5.4 percent of the total costs of that program, and those expenses, 
it would seem to me, are extremely reasonable. 

Senator DoveLtas. Somewhat low, you would say ? 

Mr. Reep. Very low. As a matter of fact, one can compare them 
with the costs of administering similar programs. For example, in 
1954 the administrative expenses of all Blue Cross plans were 6.8 
percent of the premiums. The administrative expenses of all Blue 
Shield plans were 11.2 percent of premiums, and those for all group 
accident and health insurance of all insurance companies, 12.6 percent 
of premiums. 

The precise figure for administrative expenses allocable to the 
medical program of the UMW is 5.2 percent. 

Senator Doueias. Thank you very much. 

Mr. Reep. As shown in table 1, over the 9 years of its existence, 
the fund has had total receipts of $882,424,000; it has paid out $756,- 
906,000 in benefits; has had administrative expenses of $21,910,000 
(approximately 3 percent of total receipts) ; and as of June 30, 1955, 
had a balance on hand of $103,608,000. In the fiscal year ending 
June 30, 1955, the fund had total receipts of $129,228,000, expended 
$69,900,000 for pensions, $42,800,000 for hospital and medical care, 
$2,900,000 for funeral expense and survivors benefits, $61,000 for dis- 
aster benefits, and $3,600,000 for administration.’ 

The present balance on hand was largely built up during the years 
prior to 1951. Since then fund expenditures have been running at 
about the same level as fund receipts. I have already covered the 
matter of the investments. 

Pensions.—The fund pays pensions of $100 a month to retired 
miners. The present major eligibility provisions are that the appli- 


1See p. 1082, infra. 
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cant must (1) be 60 years of age or over at the time of filing his 
application ; (2) have completed 20 years of service in a classified 
job in the aes industry in the 380 years immediately preceding the 
date of application; (3) have retired after May 29, 1946 (the date 
the first fund was established), following regular employment In a 
classified job in the mine of an operator signatory to the agreement; 

and (4) have been regularly employed in a classified job in the coal 
industry immediately prior to the date the first fund was established. 
As of June 30, 1955, these pension payments were being received by 
some 59,000 retired miners. Pensioners and their de ‘pe indents are also 
eligible ‘for hospital and medical benetits. 

During the last fiscal year, 7,061 applications for pensions were 
received; there were 6,778 authorizations of pensions and 1,182 
denials. 

Senator Doveras. This monthly pension of $100 was in addition 
to any amounts that the miners received under social secur ity ¢ 

Mr. Reep. Yes, sir. 

The chief reason for denial of pensions was that the applicant could 
furnish no proof of having had 20 years of classified service out of 
the last 30 years and, secondly, that there was no proof of classified 
employment immedi: ately prior to May 29, 1946. The staff members 
reviewed a sample of pension applications which had been approved 
or denied and were impressed with the businesslike way in which 
applications were handled and by the care taken to see that. applica- 
tions were acted upon in accordance with fund eligibility 
requirements. 

Once a pension has been authorized the pensioner continues to 
receive it each month until death, or unless he pane employment 
in the coal industry; its continuance is not affected by subsequent 
changes in eligibility conditions and fund personnel state, is not con 
tingent upon the pensioner continuing his membership in the United 
Mine Workers. However, miners as a group have no equity in the 
fund and all pensions could be reduced or even eliminated if financial 
conditions of the fund made it necessary. 

The pension program is On a pay-as-you-go basis; there is no fund 
ing of benefits. The expenditures for pension benefits have been in 
creasing steadily, from $42 million in the fiscal year 1951 to $69 million 
in the fiscal year 1955. Since the program is relatively young, it may 
be expected that pension costs will continue to increase for some 
years. 

Funeral expense and widows and survivors benefits—Funeral ex 
pense benefits of $350 and widows’ and survivors’ benefits of $650, or 
$1,000 in all, are provided for miners’ widows and survivors who 
meet the eligibility conditions set up by the board of trustees. Pay 
ment of the $350 funeral expense benefit is made immediately upon 
approval of the application; payment of the $650 widows’ and sur 
vivors’ benefit is paid at $50 per month for 11 months with a $100 
payment in the 12th and last month. 

Senator Doveras. As I remember, the original feature of this was 
a $1,000 lump-sum payment. Now, I notice it has been changed to 
$350 lump sum, and $650 spread in monthly installments over a year. 
Can you explain the reason for that change / 

Mr. Reep. The fund found that previously most of this $1,000 bene 
fit was going to the undertakers, and this benefit was almost more of 
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a benefit to the undertaking industry than to the miners’ dependents, 
so they decided to cut down ‘the funeral benefits to $350. 

Senator Doveras. $350 gives a fairly first class funeral, doesn’t it ? 

Mr. Reep. I would think so. 

Widows and dependent children are eligible for hospital and med- 

cal care benefits deri ‘ing the year they are receiving survivor benefits. 
Total expenditures for - these benefits in the last fiscal year were $2,- 
879,000. 

Mine disaster benefits—These benefits are authorized in small 
amounts to tide the families of mine-disaster victims over until com- 
pensation or other benefits are paid. In the 1955 fiscal year benefits 
in the amount of $60,000 were provided to families of 240 miners 
killed or injured in mine disasters. 

Hospital and medical-care benefits—The hospital and medical- 
care benefits provided to fund beneficiaries consist of: (a) hospitali- 
zation in a ward or semiprivate room (or private room, if medically 
necessary), including all special hospital services for as long as 
may be necessary; (0) physician services while the patient 1s in 
the hospital; (c) services of specialists in the office or outpatient de- 
yartment (available only on referral from a general practitioner or 
by authorization of the area-medical administr atory); (d) dental 
services required for treatment of special conditions, for example, 

cancer of the mouth; (¢) certain expensive drugs or other supplies 
which are required continuously over a considerable period of time, 
and which if not provided outside the hospital would lead to the neces- 
sity of hospitalization. Examples of these items are insulin, cortisone, 
and provision of oxygen to patients with respiratory disease. The 
fund provides only short-term psychiatric care and does not pay for 
removal of tonsils or adenoids. 

The persons eligible for medical benefits under present trustee reg- 
ulations are: (a) “all miners working in a classified job in mines of 
operators signatory to the agreement; (4) unemployed miners whose 
last employment was in a classified job with an operator signatory to 
the agreement; (c) retired miners receiving a fund pension, except 
for such per iods as they may be employed outside the coal industry ; 

(d) the qualified dependents of these persons; namely, their wives, 
children up to 18 or up to 21, if physically or mentally incapacitated, 
and fathers and mothers of the miner or of his wife providing they 
have lived with and been dependent upon the miner for at least 1 
year—— 

Senator Doveias. This last provision is very important because 


it includes all the household and not merely the employed miner 
himself ? 


Mr. Reep. That is correct. 

Senator Doveras. Do you have an estimate as to the total number 
of people who are eligible for hospital and surgical care ? 

a Reep. It was “approximately 1 million during the last fiscal 
yea 
, Seaiditok Doveras. And 250,000 miners? 

Mr. Reep. Approximately 270,000. 

Senator Douetas. So here you have almost 1 percent of the popu- 
lation who are given complete protection for hospital or surgical 


care, but this does not apply to the services of the general practitioner r 
in home or office? 


> 
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Mr. Reep. That is correct, sir. (e) Widows and survivors of miners 
for whom widows and survivors cash benefits have been authorized, 
during the year they are receiving these payments. 

79 a ™ : ° : : . Torr 

Che medical program, which is under the direction of Dr. Warren 
F. Draper, a former Deputy Surgeon General of the United States 
Public Health Service, is administered through 10 area offices, each 
under the charge of a doctor of medicine. The program is self-in- 
sured, the fund making payments directly to hospitals and physicians 
who have provided services to fund beneficiaries. Beneficiaries have 
free choice of hospital or physician, except that there is a very : mall 
minority of hospitals ad physicians which for one reason or an 
other are not approved by the fund for providing care to beneficiaries. 
In general, hospitals are paid on an all-inclusive per diem rate equal 
to their per diem cost of operation for inpatient care. 

The fund does not pay physicians on a Nationwide fee schedule. 
Its policy is to pay physicians whatever they charge providing these 
charges are considered to be reasonable, in comparison with the 
charges of physicians of similar qualifications in the area. In effect, 
this means that physicians in the mining areas who do any appreciable 
volume of work for the fund are held in line as regards their charges 
by fear of being eliminated from the list of participating physicians. 
However, the physicians in at least two areas have indicated their 
preference for being paid on the basis of a definite fee schedule. In 
one of these areas the local Blue Shield schedule is used, in the other 
that of the Veterans’ Administration. 

On the whole, the average payments made by the fund for the vari- 
ous surgical operations tend to be in the general vicinity of the fees 
payable under the local Blue Shield programs or by the Veterans’ 
Administration for service to veterans. In some areas some internists 
and surgeons who tend to do much work for the fund have been 
placed on a retainer basis. In a few areas local unions have stim- 
ulated the establishment of group practice units with staff physicians 
on a full- or part-time basis. 

The fund is much concerned with the quality of medical care re- 
ceived by its beneficiaries and has done a good deal to see that this 
quality is as high as possible. Perhaps I should add that the major 
indication of this is the effort of the fund in building a chain of 
hospitals. 

The fund’s hospital admission rate is approximately 180 cases per 
year per 1,000 persons eligible for care; the average length of stay is 
aproximately 9 days; and the overall utilization rate approximately 
1,525 days per 1,000 of the beneficiary population. 

These rates are far higher than under Blue Cross, which for the 
country as a whole has 129 admissions per thousand participants and 
pays for 951 days of care annually per thousand participants. It is 
reasonable to believe that a good deal of this difference can be ex- 
plained in terms of the higher average age of the miner population 
taken in conjunction with the fact that hospital utilization increases 
sharply with age, and the wider scope and comprehensiveness of the 
UMW program. 

Senator Dovcuas. It is also due, is it not, to the fact that mining is 
a dangerous occupation and there are oscillations of temperature 
which would make the miners more susceptible to illness? 
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Mr. Reep. I think that would be a possibility, sir. Also of this 1 
million population eligible for service, some 59,000 are pensioners, 
and another approximately thirty or forty thousand are the dependents 
of pensioners, so that would be a group which would virtually all be 


over 60 years of age. That would be almost a tenth of the whole’ 


population. You don’t have any such group of that size in, say, the 
Blue Cross. 

Senator Dovatas. There is a tendency to exclude those over the age 
of 60 or 65 

Mr. Reep. Certainly the proportion of persons 65 and over who are 
covered under Blue Cross is much less in relationship to the sub- 
scribing population than is true for the whole population. Undoubt- 
edly another factor is that many miners live in rather isolated com- 
munities which are far from hospitals and doctors, and this tends to 
push up the hospitalization rate. Undoubtedly other factors are that 
the medical care available in local communities has in effect progres- 
sively deteriorated in comparison with what is available at the hospital 
and the fact that under the system of “list practice” which is widely 
prevalent in mining communities, list physicians have an incentive to 
refer patients to hospitals since thereby the burden of their work is 
lessened with no loss in remuneration. 

The medical personnel of the fund are concerned with the high hos- 
pitalization utilization rate and have taken various steps to reduce it. 
More and more, however, they seem to be inclining to the opinion that 
the virtual limitation of the program to inhospital care makes for 
excessive hospitalization and that the only real remedy will be to extend 
the program to include the provision of care in the office and the home. 

In general, the program’s relations with organized medicine have 
been good. This has largely been due to the fact that a mechanism 
has been developed for talking over common problems. Each year 
for the past 4 years there has been held in Charleston, W. Va., a con- 
ference attended by the prince ipal medical personnel of the fund and 
by representatives of the American Medical Association and the State 
medical associations of Virginia, Pennsylvania, West. Virginia, Ken- 
tucky, and Tennessee. These are the States in which most of the 
miners are concentrated. These conferences have provided a means by 
which each group has been able to inform the other of its point of 
view and preblems. An editorial in the Journal of the American 
Medical Association of December 11, 1954, entitled, “A Heartening 
Example,” stated : 

The relationship between the medical profession and the United Mine Workers 
of America provides a heartening example of how labor and medicine, when 
each side is presented by medical leaders sincerely devoted to high standards 
and imbued with a desire for mutual understanding, can work together amicably 
and effectively in a program to improve medical care for workers. <A striking 
spirit of good will and cooperation dominated the third conference on medical 
care in the bituminous coal-mine area, held recently in Huntington, W. Va., and 
reported on page 1408 of this issue of the Journal. The atmosphere this year 
was in marked contrast to that of the first conference 2 years ago, when the air 
was charged with complaints, fears, and sharp disagreements. 


* + * * * * * 
The American Medical Association is more than happy to tell the world about 
it, for the story reflects credit on all concerned. Labor leaders, labor union medi- 
cal administrators, and physicians everywhere can learn valuable lessons from 
the way in which organized medicine and the United Mine Workers have sat 
down together to iron out a host of difficult problems. 
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Miner 8 Me morial Hospital Association program. The fund 
through loans to the Miners Memorial Hospital Association, Inc. 1s 
building a chain of 10 hospitals containing in excess of 1,000 beds. 
‘These hospit: als are being built in an area approximately 250 miles 
long and 100 miles wide, encompassing the southern part of West Vir- 
ginla, the western tip of Virginia and the eastern tip of Kentucky. 
One hospital has been completed; the others will be completed in the 
next 6 months. 

The Miners Memorial Hospital Association is a nonprofit organiza- 
tion controlled by a board of trustees composed exclusively of em- 
ployees of the fund. The association has derived all of its assets by 
loans from the fund which, as of the end of June 1955, amounted to 
$18 million. A recent resolution of the board of trustees provided for 
increasing these loans as needed to a maximum of $30 million. The 
loans are secured by mortgages on the hospitals and it is intended that 
they will be eventually repaid out of the earnings of the hospitals. 

The staff members who have been engaged to plan, design, contract 
for construction, and eventually operate these hospitals are al] em- 
ployees of the association, the medical administrator of which is Dr. 
Frederick D. Mott. 

The area in which these hospitals are being built produces about a 
third of the coal tonnage produced in the organized industry and con- 
tains about a third of “the membership of the UMW. It is an area 
strikingly deficient in medical resources—an area characterized by in- 
sufficient hospital beds, inferior hospitals, insufficient number of phy- 
sicians, a dearth of qualified specialists, and high infant and mortality 
rates. 

Senator Doueias. Mr. Reed, have you visited some of these hospi- 
tals yourself ? 

Mr. Reep. Yes, sir, I have visited four of them. 

Senator Douetas. You visited the area medical offices ¢ 

Mr. Reep. We have visited one area medical office. 

Senator Doucias. From your brief previous study, do you feel that 
this is an area which needed hospitals as badly as any in the country ? 

Mr. Reep., I think so, sir, very much so. 

Senator Dovetas. So the build: ng of these hospitals is a real con- 
tribution to public health and the health of the miners and their 
families ¢ 

Mr. Reep. Yes. It is an area that is very deficient in medical re- 

ources of all kinds. The fund medical personnel had come, and I 
think quite correctly, to the conclusion that it just wasn’t a wise use 
of fund resources to pay for medical care in these areas, when that 
medical care wasn’t of the highest quality, or at least as good quality 
as they wanted it to be. 

Senator Doue.as. In the last 20 years, a good many of these com- 
munities were so-called company towns, were they not, until union- 
ization of the mines? 

Mr. Reep. Yes, sir. 

It has been decided that the hospitals will not serve fund benefi- 
ciaries exclusively, although beneficiaries will have preference. 

Senator Dove.as. In other words, these are to be community hos- 
pitals? 

Mr. Reep. They are. The key medical personnel in each hospital 
will be on a full-time basis—those will be the chief of the medical 
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services, the surgical services, the pediatric services, and so on—but 
the hospitals will be open to all local doctors who will be able to 
provide these services for which they are considered qualified. 

Rehabilitation program.—A significant part of the medical program 
and one for which the fund has received national recognition 1s its 
rehabilitation program. One of the first phases of the medical pro- 
gram was to hunt up all cases of miners who had been severely and 
more or less permanently disabled and to rehabilitate them to the 
maximum extent possible. Many of these cases were paraplegics— 
miners whose backs had been broken and the spinal cord severed and 
who were paralyzed from the waist down. These cases were sought 
out and sent to various rehabilitation centers throughout the country. 
The fund spent virtually without limit whatever was necessary to 
rehabilitate these men to make it possible for them to lead a normal 
life insofar as possible and, where possible, to train them voca- 
tionally so that they could earn their living. The rehabilitation pro- 
gram which now covers both miners and their dependents is pres- 
ently on a current basis, that is to say, the backlog of cases has been 
taken care of. 

Senator Doveras. Do I understand almost 13,000 miners have 
undergone rehabilitation treatment ? 

Mr. Reep. That is correct, sir. 

Senator Douctas. And approximately a third of this number are 
now self-supporting ? 

Mr. Reep. I believe that is true. 

Senator Dovctas. So that the increase in earning power, as well as 
in their self-respect, has been very great? 

Mr. Reep. Yes. It has really been a very wonderful program 
which has been nationally recognized as such. 

Finances of medical program.—In the fiscal year ending June 30, 
1955, the fund spent for hospital and medical care $42,770,000, or ap- 
proximately $42.77 per capita of the population served. 

This is the end of my prepared statement, sir. I have limited it to a 
factual account. 

Senator Dovetas. Mr. Reed has prepared a full report which I will 
ask to have made part of the record at the conclusion of his remarks. 
I would like to ole Mr. Reed for a few general comments. What is 
your general impression of the fund? Is it well administered and 
carried out ? 

Mr. Reep. I think the program is good. There is no question as to 
the integrity of this program and the honesty with which it is ad- 
ministered. The medical program, it seems to me, can be characterized 
as no less than excellent. It is outstanding. 

Senator Doverias. When you went to the offices of the United Mine 
Workers to get material on this fund, did you meet with full coopera- 
tion ? 

Mr. Reep. I would say so; sir, yes. 

Senator Doueias. Was any attempt made to conceal facts? 

Mr. Reep. The fund officials were at one time rather reluctant to 
make available to us the data which they had accumulated concerning 
the medical program, the incidence of hospitalization, the cost of hos- 
yitalization, and so forth. They did not desire to have that published. 

hey finally gave us access to it. We reviewed it carefully. 
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The reason they didn’t want it published is—and I think their fears 
are perhaps not altogether well ine on this score—that they felt that 
en vation of this data would hurt the program in one way or an- 
other. They felt that, for example, the publication of the data on the 
hospital-admission rate in various areas might impede the efforts of 
the area medical administrators to get the doctors in those areas to be 
as careful as possible in recommending hospitalization. They thought 
that if the doctors in one area saw that their hospitalization admission 

rate was below, say, the average for the fund as a whole, that they 
would then be less careful in that regard. Similarly, they did not de- 
sire publication of the average payments to surgeons for specified op- 
erations. There are 10 services for which they currently compile data 
on the average payments for them. 

Senator Dovucias. There were no real obstacles placed in your way 
in connection with your survey ; were there ¢ 
Mr. Reep. No, sir. The fund personnel were really most coopera- 
tive. 

Senator Dovceias. In connection with the investments of the fund, 
were you furnished full information on how the fund’s balance was 
kept ? 

Mr. Reep. Yes, sir. 

Senator Dove.as. As I remember it, it is about 40 percent bonds, 40 
percent cash, and then its investment in the hospital association ? 

Mr. Reep. Yes, sir. About $45 million, I think, in banking accounts, 
and $30 million or $40 million in United States Gover nment s securities. 

Senator Douetas. Until recently, no common stocks ¢ 

Mr. Reep. No, sir. 

Senator Dovcias. And now some very small investments in com- 
mon stocks ? 

Mr. Reep. Yes, sir; on the whole. 

Senator Doveias. No investment in bank stocks ? 

Mr. Reep. No, sir. 

Senator Dovetas. Those are all the questions that I have. 

Senator Atxorr. I have one or two questions. You didn’t say any- 
thing in your report about the salaries of the trustees of the fund. 
What are they? 

Mr. Reep. They are mentioned in the full report, sir. 

Senator AtLotr. They are mentioned in the full report, but it was 
not made available to me until this morning so I didn’t have a chance 
to see it. 

Mr. Reep. Mr. Lewis receives no salary as a trustee. Mr. Charles 
Owen, the operator trustee, receives a salary of $35,000. Miss Roche 
receives no salary as a trustee, but as director of the fund she receives 
a salary of $30 000. 

Senator Attorr. You mentioned the comparative percentages of ad- 
ministrative cost, placing this somewhere above 3 percent, comparing 
it with both Blue Cross and Blue Shield insurance funds. From your 
analysis, were you able to determine primarily where the savings are 
effected in this fund? Or did you draw any conclusions as to that? 

Mr. Reep. Well, sir, first, you need to allocate the administrative 
expense to the different programs. We found that for the pension 
program, it was approximately 1.7 percent of benefits paid; for the 
medical program it 1s 5.2 percent of, in effect, benefits paid. 
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Now, I think it is rather difficult to say in the case of the medical 
program just where those savings come from, but here are certainly 
some elements: (1) there are no selling costs in this program. Under 
Blue Cross, there are. (2) This is one very big group. Under Blue 
Cross you have some large groups, a multitude of middle-sized groups 
and a vast multitude of small groups. It is more difficult to déal with 
that multiplicity of groups than one large group. IT would think 
that those are probably the major items. Probably on the Wusinens of 
paying hospitals and doctors for their services, the costs are about 
the same under this as under Blue Cross. 

Senator Artorr. That probably lies in these two things: Selling 
costs and the multiplicity of groups in the Blue Cross and Blue Shield, 
as compared with the comparatively tight situation you have here in 
this organization ? 

Mr. Reep. I would think that is the major part of it. Blue Cross 
also has to have machinery for getting the subscription costs in from 
the various groups and keeping account of those. That is handled 
under this program in a rather different way, and perhaps there is 
somewhat less bookkeeping, comparably. 

Senator Atiorr. That answers my question. Thank you. 

Senator Doucras. Senator Neely. 

Senator Nrerety. I have no questions, Mr. Chairman. 

Senator Dovetas. All right. 

(Mr. Reed’s report follows :) 


REPORT ON A STUDY OF THE UNITED MINE WORKERS OF AMERICA WELFARE AND 
RETIREMENT, FUND FOR THE BITUMINOUS COAL INDUSTRY, NOVEMBER 23, 1955 


(By Louis S. Reed, research director) 


INTRODUCTION : PURPOSE AND METHOD OF STUDY 


This study and investigation of the United Mine Workers of America welfare 
and retirement fund for the bituminous-coal industry was undertaken as part 
of the study by the subcommittee’s staff of the pattern of the welfare and pen- 
sion plans in a number of representative industries and because the fund is the 
largest industrywide, jointly managed fund. 

The study was made by Louis 8S. Reed and Fredric T. Suss of the subcommit- 
tee’s staff. Approximately 3 weeks were spent on the field study. In addition 
to interviews with the principal officers of the fund and review and inspection of 
fund records and procedures, an area medical office and four of the hospitals 
being built by the fund were visited. Interviews with persons having knowledge 
of the fund program incluged those with a union district president, the secre- 
tary of a local coal producers’ association, and the heads of the two largest 
associations of coal producers. 


THE INDUSTRY 


Bituminous-coal mining is carried on in 25 States and Alaska, with 86 percent 
of the production coming from 6 States: West Virginia, Pennsylvania, Kentucky, 
Illinois, Ohio, and Virginia. Some 6,000 mines were in operation in 1954, not 
counting mines producing less than 1,000 tons. There is, however, considerable 
concentration of production in the larger mines. Thus, in 1953, the 226 mines 
producing more than 500,000 tons each, constituting 3 percent of the total number 
of mines, produced 44 percent of the total tonnage. Total coal production 
reached a peak of 630 million tons in 1947, declined to 457 million in 1953 and 
392 million in 1954. Production in 1955 is running about 20 percent over 1954. 

Mechanization of coal mining has been steadily increasing; at present over 
80 percent of all underground coal is mechanically loaded and 92 percent is cut 
by machine. Hence output per man per day has likewise been constantly 
mounting. Thus, net tons produced per man per day increased from 6.24 in the 
years 1945-49 to 8.17 in 1953 and to 9 in 1954. 
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The number of men employed by the industry has been declining ever since 
1923, when 700,000 were employed. In the years 1945-49, the industry employed 
a daily average of 416,000 men; in 1953, 293,000; and in 1954, about 250,000 
Employment in the industry is irregular, the average number of days worked 
per miner being 191 in 1953 and 174 in 1954. 


THE UNION AND COLLECTIVE BARGAINING IN TITE INDUSTRY 


Almost all bituminous coal miners are members of the United Mine Workers 
of America, except those in certain areas where mines are unorganized and 
several thousand miners who belong to the Progressive Mine Workers Union of 
America. The UMW has 29 coal-mining districts, each district being cotermi- 
nous with a coal-mining field. Each district sends representatives to a national 
policy committee, which meets to frame collective-bargaining demands and to 
ratify agreements made with the coal operators. 

The present collective-bargaining pattern of the industry is for union repre- 
sentatives to meet with representatives of the Bituminous Coal Operators Asso- 
ciation, 1 of the 2 major associations of coal operators which represents about 
65 percent of the total tonnage of the organized industry, and to reach a settle- 
ment. The same collective-bargaining agreement is then made with the Southern 
Coal Producers Association, which represents about 25 percent of the total ton- 
nage. Then the union signs agreements with representatives of the smaller 
coal-producing associations and with independent producers who belong to no 
association. 

Prior to 1952 there was no continuing association of coal operators repre- 
senting a substantial proportion of the tonnage of the industry with which the 
union could bargain. In order to negotiate an agreement, representatives of the 
union and of the coal operators met in what was designated as a national 
bituminous wage conference. When an agreement was arrived at the union 
would sign contracts on the same terms with the various associations of the 
operators and with individual operators. 


HISTORY OF THE FUND 


President John L. Lewis of the UMW had long been convinced of the need 
for a welfare and pension program for miners. He first put forward a demand 
for a welfare fund in the 1945 wage negotiations, which the operators refused. 
Mr. Lewis did not press it that year, but in the following year it was the prin- 
cipal demand of the union. All of the union’s demands were refused by the 
operators, no settlement was reached, and coal production ceased. After a 
strike running from April 1 to May 22, 1946, the Government seized the mines 
under the War Labor Disputes (Smith-Connally) Act. On May 29, Secretary 
of the Interior Krug and the union entered into what became known as the Krug- 
Lewis agreement. This agreement, among other matters, provided for a welfare 
and retirement fund to be financed by 5 cents a ton on coal produced for use 
or sale. 

The agreement also provided for a comprehensive survey to be made by the 
yovernment of hospital, medical, sanitary, and housing conditions in coal-mining 
areas to determine the improvements necessary to bring these up to recognized 
American standards. Rear Adm. Joel T. Boone, of the United States Navy, was 
asked by the Department of the Interior to direct this survey. The report of 
the survey group, A Medical Survey of the Bituminous Coal Industry, which 
was released in March 1947, made it plain that in many respects the existing 
medical facilities and services for coal miners were grossly inadequate. 

In October 1946 Mr. Lewis charged that the Government was not living up to 
the terms of the agreement and was making certain unilateral interpretations 
of the agreement, which in his eyes breached the agreement. Unable to reach 
a settlement with the Government, the union terminated the agreement on No- 
vember 20 and coal mining ceased. Secretary Krug maintained that the United 
Mine Workers had no right to terminate the agreement and asked for an injune- 
tion against the union under the Smith-Connally Act which forbade strikes 
against the Government. Despite a restraining order the strike continued, and 
on December 3 Judge T. Alan Goldsborough found the United Mine Workers 
guilty of contempt of court and fined them $3.5 million and Mr. Lewis $10,000. 
The miners returned to work and Lewis appealed the case to the Supreme Court. 
Later in the month the Supreme Court upheld the Goldsborough decision, fixed 
the fine at $10,000 on Lewis, and reduced the fine on the union to $700,000. 
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During this period the fund had been inoperative largely because of the in- 
ability of the Government as administrator of the coal mines and the union to 
agree upon a neutral trustee. The Centralia mine explosion on March 25, 1947, 
in which 111 miners lost their lives, stimulated agreement on a neutral trustee 
and Thomas E. Murray was so named. On Aprii 18 the trustees—Capt. N. H. 
Collisson, the Administrator of the mines for the Government, John L. Lewis, 
and the neutral trustee—met and as their first action authorized payment of 
death benefits of $1,000 to the survivors of the miners who had died in the 
Centralia disaster. 

On June 30, 1947, the Smith-Connally Act expired and the mines were returned 
to the operators. A few days later they entered into an agreement with the 
union under which they agreed to the welfare fund and to increasing the royalty 
payments to 10 cents a ton. At that time Ezra Van Horn became trustee for 
the operators, replacing the Government Administrator, Captain Collisson. 

Up to this time all benefit expenditures from the fund had been limited to 
payment of death benefits and to distress benefits, i. e., mainly provision of 
relief in industry disaster cases. Payment of pensions had not been initiated 
because the trustees were unable to agree on the amount of pensions or the 
nature of a pension program—one of the issues being whether the pension plan 
should be funded or operated on a pay-as-you-go basis. On January 17, 1948, 
Mr. Murray resigned as the neutral trustee. Mr. Lewis took the position that 
the refusal of the operators’ trustee to agree to any proposals to activate the 
pension prorgam amounted to refusal of the coal operators to honor their agree- 
ment and on March 15, 1948, the miners began a work stoppage. Subsequently 
Mr. Van Horn proceeded to file several suits to prevent operation of the fund. 

Failure of mediation efforts to end the work stoppage led President Truman to 
invoke the Taft-Hartley Act. A factfinding board charged that Lewis’ circular 
letter of March 12 to the membership informing them that the welfare fund was 
unable to function had “induced the miners to stop work,” and on April 3 Presi- 
dent Truman ordered the Attorney General to seek an injunction against Mr. 
Lewis and the UMWA to restrain them from continuing the strike. Judge Golds- 
borough issued a restraining order and scheduled a hearing directing Mr. Lewis 
and the UMWA to show why they should not be held in contempt of court be- 
-ause of the miners’ refusal to return to work. 

A few days later, on April 10, the stalemate over the naming of a third trustee 
for the fund was ended when Lewis and Van Horn agreed on Senator Styles 
sridges, of New Hampshire. On the day of the contempt hearing, April 12, the 
three trustees met and, Mr. Van Horn dissenting, voted to start pension payments. 
Lewis forthwith informed all local unions that the pensions were granted and 
the agreement was honored. Judge Goldsborough nevertheless held that the 
miners’ return to work at this time did not constitute satisfactory compliance 
with his order. He proceeded with the contempt case and on April 20 found the 
union and Mr. Lewis guilty of civil and criminal contempt of court. The union 
was fined $1.4 million and Mr. Lewis $20,000 for criminal contempt. 

The trustees had agreed on payment of pensions at the rate of $100 a month to 
men who were at least 62 years old, who had 20 years’ service in the industry, and 
who had retired after May 29, 1946, the date of Krug-Lewis agreement. Sixty- 
two represented a compromise between Mr. Lewis’ proposal of 60 and Mr. Van 
Horn’s proposal of 65. 

The actual payment of pensions was held up because of the various suits which 
had been filed by Mr. Van Horn. With the welfare program still in abeyance the 
union moved into the 1948 contract negotiations. Shortly after a settlement had 
been reached, Judge Goldsborough rejected Mr. Van Horn’s third suit which had 
challenged the plan. Holding the Bridges-Lewis pension plan a businesslike pro- 
posal, Judge Goldsborough’s decision said, ‘“‘There seems to be nothing that shocks 
the mind at the idea that the members of the United Mine Workers who have 
worked for 20 years under the ground and are 62 years old should get $100 a 
month pension. Of course, if the fund won’t stand it, they will have to change it, 
but it is meager. It is just enough to keep them from being obiects of charity in 
their old age; it is just enough to give them a little dignity. The court does not 
think that there is any justification in law or in sound reason for this complaint.” 

With the reaching of a wage settlement between the operators and the union, 
to become effective July 1, 1948, the operators removed the last legal roadblock 
to the operation of the welfare fund by instructing Mr. Van Horn to drop his 
remaining legal suit. The new agreement provided, among other things, for 
increasing the welfare and retirement fund royalty payments to 20 cents per ton. 
In September 1948 the fund issued its first pension check. 
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At about the same time the medical program of the fund began to get into 
operation. In July 1947, Dr. R. R. Sayers, formerly head of the Bureau of 
Mines, and previously with the United States Public Health Service, had been 
appointed chairman of the newly created medical advisory board for the fund. 
The trustees asked the board to study the types and standards of medical and 
hospital service to be furnished to miners in their communities, to suggest policies 
for physical rehabilitation, and to develop plans for carrying out the recom 
mendations in Admiral Boone’s medical survey of the industry. Dr. Sayers 
appointed a number of staff people and began developing plans for a medical 
program. 

It was decided that a preliminary phase of the medical program should be 
to rehabilitate some of the worst cases of disabled miners. Many of these cases 
were paraplegic—men with broken backs—many of whom had lain in their beds 
helplessly for years. Dr. Sayers used the members of the staff to hunt up these 
eases and to send them to various rehabilitation centers. 

In April 1948, Miss Josephine Roche, a former coal operator and at one time 
Assistant Secretary of the Treasury, was appointed director of the fund. In 
September 1948, Dr. Warren F. Draper, a former Deputy Sugeon General of the 
United States Public Health Service, was appointed executive medical officer of 
the medical, health, and hospital service. Shortly thereafter, the plans for a 
medical and health program were crystallized and put in motion. The program 
consisted of (1) hospital care and physician’s service in the hospital, office, and 
home for miners who had been disabled for 6 months or more and their families; 
(2) hospital and inhospital medical care for working miners and their depend- 
ents; and (3) a program of public health and preventive medicine. 

It was decided that the objectives of the program could not be attained if the 
fund purchased hospital and medical insurance for its beneficiaries but that the 
fund should itself administer the medical benefits. In order to administer the 
program 10 area medical offices, each under the direction of a doctor of medicine, 
were established. 

It was necessary, of course, to use mainly the facilities and physicians then 
present in the coalfields, but it was decided to make extensive use of medical 
centers for difficult cases. The program went into gear on the basis of purchasing 
service for the miners from physicians and hospitals on a fee-for-service, free 
choice basis. The area medical officers worked out the necessary arrangements 
with doctors and hospitals in their areas for the provision of care, and stated 
that they would pay reasonable charges of doctors and hospitals for authorized 
services rendered to miners and their families. 

The trustees announced on April 8, 1949, that thereafter pensions would be 
made available at age 60 instead of 62. However, the fund had not yet reached 
calm waters. The 1948 agreement expired on June 30, 1949, with the union and 
operators unable to reach an agreement. The union authorized the miners to 
work only 3 days a week. As a consequence, many of the operators stopped their 
royalty paymerts, and in September 1949 the trustees were forced to authorize 
a temporary suspension of fund benefits. 

The miners began to stop work in protest of nonpayment of royalties and a 
series of off-again on-again strikes and work interruptions ensued. Finally in 
March 1950 the operators and union reached an agreement which became the 
national bituminous coal wage agreement of 1950. In addition to a wage in- 
crease this provided for an increase of 10 cents a ton in operator payments to the 
welfare fund (bringing royalty payments to 30 cents a ton), and that the welfare 
fund would have as its trustees Mr. Lewis as chairman, Miss Josephine Roche, 
the fund director, as neutral trustee, and Charles Owen, of New York, as operator 
trustee. The operators agreed to pay the royalties which were in default. 

In the fall of 1950 the operators established a new agency, the Bituminous 
Coal Operators Association, to represent them continuously in dealings with the 
union. Leadership in this association came from interests which controlled the 
captive mines and were anxious for continuous and stable production in the 
industry. 

With the end of the dispute, the welfare fund reorganized its activities and 
on June 1 pension payments were resumed. Hospitalization and medical services 
became available on July 1, but were limited thereafter to hospital care and 
physicians’ services in the hospital both for disabled and working miners. (The 
provision of physicians’ service in the office and home to disabled miners and their 
families had proved very expensive and subject to abuse and was abandoned.) 
On October 12 the trustees announced a new program of maintenance benefits 
for disabled miners and dependents, and a new program of maintenance benefits 
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for widows and dependent children, including their eligibility for medical and 
hospitalization services. 

Effective October 1, 1952, the bituminous coal wage agreement of 1950 was 
amended to provide among other things that the royalty would be increased to 
40 cents per ton. 


THE LEGAL BASIS OF THE FUND AND ADMINISTRATIVE ORGANIZATIONS 


The present legal basis of the fund is the national bituminous coal wage 
agreement of 1950, as amended September 29, 1952. This agreement provides 
for a fund to be designated and known as the United Mine Workers of America 
Welfare and Retirement Fund of 1950. The agreement provides for payment 
into the fund by each signatory operator of 40 cents on each ton of coal produced 
for use or sale. It provides that the fund shall have its place of business at 
Washington, D. C., and shall be operated by a board of trustees, 1 appointed as 
representative of the employers, I appointed as representative of the union, and 
Ta neutral party selected by the otner 2. 

Set forth in the agreement are the appointments of Charles A. Owen as the 
representative of the signatory operators, John L. Lewis as representative of the 
UMWA, and Miss Roche as the neutral trustee. In the event of a deadlock in 
the future on the selection of a neutral trustee, an impartial umpire shall be 
selected either by agreement of the two trustees or by petition of either of the two 
acting parties'to the United States District Court for the District of Columbia. 

It is agreed that the fund is an irrevocable trust created pursuant to section 
302 (c) of the Labor Management Relations Act, 1947. The purposes of the 
trust shall be to make benefit payments from principal or income to employees 
of signatory operators and their families and dependents for medical and hos- 
pital care, pensions on retirement or death of employee, death benefits, benefits 
for wage loss due to occupational and nonoccupational illness or injury, benefits 
with respect to wage loss not otherwise compensated for by tax-supported 
agencies, or insurance to provide any or all of the foregoing, or benefits for any 
and all other purposes which may be speccified, provided, or permitted in section 
302 (c). However, the precise benefits to be provided are not spelled out in the 
agreement. The agreement also provides that the trustee designated by the 
UMWA shall be chief executive officer and chairman of the board of trustees of 
the fund. It is also provided that an annual audit of the fund shall be made 
by competent authorities designated by the trustees. 

Resolutions passed by the trustees from time to time spell out in precise detail 
the benefits to be made available to miners and their families and the precise 
conditions of eligibility for these benefits. Over the past 5 years the board of 
trustees has met every other month or so, more recently every third month. 

Mr. Lewis accepts no remuneration from the fund for serving as trustee or 
chief executive officer. Mr. Owen is paid a salary of $35,000 as trustee. Miss 
Roche accepts no salary as a trustee but is paid a salary of $30,000 a year for 
serving as director. In the latter capacity Miss Roche is in full charge of all 
fund activities and reports directly to the chief executive officer and to the 
trustees. 

The main administrative divisions of the fund are those of medical, health, 
and hospital services, benefit eligibility, fiscal services, legal services, research 
and statistics, and public relations. The administration of medical and hospital 
services is carried out though 10 area medical offices, 3 in West Virginia, 2 in 
Pennsylvania, and 1 each in Alabama, Kentucky, Tennessee, Missouri, and 
Colorado. All told, the fund has approximately 400 employees, of whom about 
half are in the Washington office and half in the 10 area medical offices. 


INCOME OF THE FUND AND METHOD OF COLLECTION 


All revenues of the fund come from the royalty on coal mined, plus small 
additional amounts from interest on bank deposits and returns on investments. 

Each signatory operator submits not later than the 10th of each month a 
statement as to the tonnage produced during the past month together with the 
contributions due. This is audited by the fund. State and Federal records, 
such as those of the Bureau of Mines, which show tonnage production by each 
mine are consulted by the fund and compared with the employers’ reports. 
When an employer has been delinquent in his contributions for 1 month a 
notice is sent to him and this is followed up with telegrams or telephone calls. 
Each union district president is given a monthly list of delinquent employers, 
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The district president then sends out his representatives to attempt to effect 
compliance with the royalty provision of the agreement. 

After an employer has been delinquent for 
the fund takes over and directs litigation 
amount due. Local attorneys are used. There are about 30 lawsuits of this 
type going on all the time. However, less than one tenth 
contributions must be enforced in this manner 

Tonnage collections and total receipts of the fund in each fiscal year from 
1951 through 1955 are shown below : 


sé veral months, the counsel for 
against the employer to collect the 


of ] percent of the 


Year ending ! 
June 30, 1951 nie aeei OO ac 
June 30, 1952 - infer 
June 30, 1953 en Ho, 8 
June 30, 1954 é sae eee aoe | 131, 48 
June 30, 1955___. 


A comparison of the total tonnage on which contributions are paid with the 
production of bituminous coal as shown by the statistics of the Federal Bureau 
of Mines would indicate that the industry is about SO percent 
the fiscal year 1954 the fund received collections on about 231 
as compared with 413 million tons mined 


organized, i. e.. in 
miilion tons of coal 
in the country as a whole 


OVERALL BENEFIT PROGRAM FUND FINANCES 


Over the 9 years of its existence. the fund has hae 
namely: (a) Pensions, ()) hospital and medical care, (¢) distress and dis 
ability benefits for disabled miners and subsequently rehabilitation and main 
tenance aid cash benefits to miners disabled for more than 6 months, (d) death 
benefits (now called funeral expenses and widows and survivors benefits), (e) 
widows’ and dependent children’s cash aid benefits, and (f) disaster benefits, 

All benefit programs of the fund are, and have been, self-administered, that is 
the fund has provided the benefits directly either in the form of cash or 
and has never purchased insurance to provide benefits. 

At present the fund has four benefit programs, namely, (1) pensions, (2) 
hospital and medical care, (3) funeral expense and widows and survivors benefits, 
and (4) disaster benefits. These programs are described in 

The former programs of rehabilitation and maintenance aid cash benefits to 
disabled miners, and of maintenance cash aid benefits to wv idows and dependent 
children were both discontinued by the fund on April 1, 1954. The program of 
rehabilitation and maintenance aid cash benefits to disabled miners was in large 
measure an adjunct of the rehabilitation program. It provided cash benefits of 
$30 per month to a miner disabled for 6 months or more. plus $10 for his wife, 
and $10 for each dependent child under 18. These benefits were subject to reduc- 
tion by any income from other sources that the miner had. 

The former program of cash aid maintenance benefits to widows and dependent 
children consisted of benefits of $80 a month payable to widows with dependent 
children. An additional $10 a month was provided for each dependent child 
under 18. Widows 50 years of age or over without dependent children were 
eligible for $30 a month. ‘These benefits were also subject to reduction for any 
other income the widow or dependent children had. The 
tinuing these two programs in 1954 were that the fund found it could not 
Support all of its benefit programs, and that henefits paid frequently took the 
place of assistance which would otherwise be provided under State welfare 
programs. 

Table 1 shows total receipts of the fund, ex] 
administrative expenses, total expenditures, 
of the fiscal year for the period prior to June 30, 1950, and each fiscal year since 
then, and totals for the entire 9-year period of the fund's existence 

Over the 9 years of its existence, the fund has had total receipts of $882 million - 
had paid out $756,906,000 in benefits: has utilized $21,910,000 for administrative 
expenses (approximately 3 percent): and. as of June 30, 1955, had a balance on 
hand of $103,608,000. The present balance on hand was largely built up during 
the years prior to June 30, 1951. Over the past 4 years fund expenditures have 
been running at about the same level as fund receipts. 
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The balance on hand as of June 30, 1955, 


Checking and savings bank accounts and petty cash 
U. S. Government securities_ 


PLANS INVESTIGATION 


consisted of: 


QO7 


$37, 


45, 094, 000 


160, 000 


Sen nie amines ie Tale ee eee) ee 3, 350, 000 
Notes receivable from memorial hospital a ee 18, 000, 000 
Nate te a a a 4, 000 

Nc scctcr-cesccec io ek a eee he cass ied eeseaiaio oeasicbenpirat ea es earings ikistioes aimed Pegs to 103, 608, 000 


Over the years the fund has kept the larger part of its balance invested in 


Government securities, the 


accounts. 
ments. 


Co., 


TABLE 1.—Total receipts, benefit and administrative expense, 


hand, May 28, 1946—June 80, 1955 


[All figures in thousands] 


| 
| 
| 





Benefit expenditures 




















Kansas City Power 
, and West Penn Electric Co. 


remainder being held in bank checking and savings 
Only during the last fiscal year did the fund have any other invest- 
The $3,350,000 in common stock held at the close of the 1955 fiscal year 
consisted of blocks of three public utility companies: 
Cleveland Electric Illuminating Co 


& Light 


and balance on 





Total Distress, oe 
Yiceal vear e inge— vs } / icahility ne and de- 
Fiscal year ending receipts Hospital di “pa De ah pendent 
; Pensions | and med- | Tene. | childven 
: tenance | funeral ; 4 
ical care | } cash aid 
aid, cash expense ‘ 
| ber nefits mainte- 
} | nances 
citron semen etic rene ea —— ener we _ 
May 29, 1946-June 30, 1950 $230. 081 | $42. 753 $19, 575 $78 344 $34 015 . 
June 30, 1951- 130. 279 42, 474 25, 253 2. 697 6 337 $2, 569 
June 30, 1952__ 126 505 51, 763 49 997 | 9 338 4 871 6 834 
June 30, 1953_- ; 131, 483 | 58, 946 | 56, 444 | 9.159 3, 465 6, 991 
June 30, 1954_____- 134 848 | 64 092 | 52. 210 5, 469 3 069 | 4, 396 
June 30, 1955-. 129, 228 | 69, 896 | 42,774 | 2, 879 | 
cee aeeeenae npemeeleeeeciaponea : aap tinea I acto 
9-year total 882, 424 329, 924 246, 253 105, 007 54, 636 | 20, 790 
| 
Benefit expenditures | sia | Excess of | Balance 
a elk eens eens Te | Patel er receipts on hand, 
Wisesl year ending Disaster Total ca | penditures | over ex- end of 
ie cai. | vole penditures| period 
benefits benefits | 
ep reementrenentaeaenean ree el SPT 
May 29, 1946-June 30, 1950 $174, 690 | $4,329 | $179,019 +$51, 063 | $51, 063 
June 30, 1951 -- 79. 329 | 2, 674 82,003 | +48, 276 | 99, 340 
June 30, 1952. $70 | 122, 871 | 3, 467 | 126 a | +167 | 99, 506 
June 30, 1953_- 105 | 135, 110 3, 854 138, 9€ —7, 481 92, 025 
———— 60 129, 296 4,011 | 133 : 307 | +1, 541 93, 565 
June 30, 1955.......-..-..--.--| 61 | 115, 610 | 3,575 | 119,185 | +10, 043 | _ 103, 608 
i nteeacleapecangs i cocina Beit eer 2A 
POE PONE geo —ee nes 296 | 756, 906 21, 910 | 778, 816 | +103, 608 ~ 103, 608 


(a) Pensions 
The fund pays 


pensions of $100 a month to retired miners. 


| 


The present major 


eligibility provisions are that the applicant must (1) be 60 years of age or ever 
at the time of oo his application; (2) have completed 20 years of service ina 
classified job, i. e., a job subject to the collective-bargaining agreement, in the 
coal industry in os 30 years immediately preceding his date of application; 
(3) have retired after May 29, 1946, the date the first fund was est: rblished, 
following regular employment in a classified job in the mine of an operator 
signatory to the agreement, and (4) have been regularly employed in a classified 
job in the coal industry immediately prior to the date the first fund was 
established. As of June 30, 1955, these pension payments were being received 
by 59,482 retired miners. Pensioners and their dependents are also eligible for 


hospital and medical care benefits. 

An applicant may file an application for a pension either through his local 
The application asks for 
must be accompanied by proof of date 


union or directly at the Washington office of the fund. 
information identifying the applicant, 
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of birth, and requires a complete year-by-year history of employment in the 
coal industry during the past 30 years. The record of employment in the mines 
prior to 1937 must be validated by certificates of miners who worked with 
the applicant during the time shown or by affidavits of employers. 

The application blank contains a space for certification by officials of the 
local union that the applicant is a member of the local and also a space for 
certification by an authorized representative of the UMW district that the 
applicant is a member in good standing of the union. However, appli-atious 
may be filed directly with the fund by miners not members of the union, and 
fund personnel state that applications are acted upon without reference to 
whether or not the applicant is a member of the union. 

In the past various cases have come before the National Labor Relations 
Board involving charges against the United Mine Workers alleging that the 
UMW welfare and retirement plan was being administered solely for the benefit 
of UMW members in good standing, in violation of sections 8 (b) (1) and & 
(b) (2) of the Labor Management Relations Act of 1947. Substantially all of 
these charges were disposed of at the NLRB regional office level, either by dis- 
missal, withdrawal, or settlement. Only one resulted in unfair labor practice 
complaint proceedings which progressed through hearing and intermediate re 
port, and this case was thereafter closed upon voluntary compliance by the 
union. In this case, closed in December 1950, it was agreed that the contract 
executed March 5, 1950, provided for the consideration of applications for fund 
benefits regardless of whether or not the applicant was a union member.’ 

Applications for pensions and for all other benefits are processed at the Wash 
ington office by a benefit application examining unit. If necessary, extensive in 
vestigations, including field visits, are made in order to determine whether or 
not the applicant meets the appropriate eligiblity conditions set up by the board 
of trustees. 

Applications which present close questions as to eligibility, or for which re- 
quired evidence has been unobtainable through correspondence, are taken up 
with the assistant to the director by the supervisor of the examining unit for 
their joint review. If further consideration of the applicant's eligibility status 
is required the assistant to the director then presents the application and its 
entire file to a special review committee. The assistant to the director and an 
assistant comptroller serve on each of these special review committees, and 
ohe or more supervisors and senior examiners from the examining units, other 
than those previously examining the application, are assigned for service on these 
committees. If a special review committee, after full review of the application, 
reaches an unanimous decision as to the eligibility status of the applicant, action 
on it is taken accordingly. 

During the fiscal year ending June 30, 1955, 7,061 applications for pensions 
were received. In the same year there were 6,778 authorizations of pensions 
and 1,182 denials. Denials amounted to 16.7 percent of the number of applica- 
tions received.* The chief reasons for denial of pensions in this fiscal year were: 
(1) the applicant furnished no proof of 20 years of classified service out of the 
last 30 years (406 cases) ; (2) there was no proof of classified employment imme- 
diately prior to May 1946 (384 cases) ; (3) the requested evidence was not sub- 
mitted; (4) the applicant furnished no proof of age; and (5) the applicant was 
presently employed in the coal industry. 

The subcommittee staff members reviewed illustrative cases of pension appli- 
cations which had been approved or denied and a small random sample of cases 
approved for pensions. They were impressed with the businesslike way in which 
these applications were handled and by the care taken to see that applications 
were acted upon in accordance with fund eligibility requirements. 

The subcommittee either directly or through referral from Senators had re- 
ceived over the past year some dozen letters from miners who were aggrieved 
because their applications for pensions had been denied. The surveyors went 
over these cases in detail with fund personnel. In every instance the denial of 
a pension was found to be in accordance with the eligibility requirements. 

The eligibility conditions for pensions have been changed a number of times. 
An important change was made in 1953. Prior to this time, the essential elizi- 
bility conditions were that (a) the miner must be 60 years of age or older; 
(b) have retired after May 29, 1946; (c) have been employed in the industry 


? United Mine Workers, case No. 5—cbh—43—47, IR358. issued December 21, 1950. 
*Denials and applications do not add up to number of applications received, since 
applications are not necessarily acted upon in the fiscal year in which they are received. 
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in a classified job, i. e., a job subject to the collective bargaining agreement, for 
a year preceding retirement; and (d) have had 20 years of service in classified 
jobs in the industry. In 1953 these conditions were changed to require that the 
20 years of service must have been within the 30 years preceding retirement, and 
that the applicant must have been regularly employed in a classified job imme- 
diately prior to May 29, 1946. 

These changes have caused a considerable number of persons to be denied pen- 
sions who would otherwise have been eligible under the former requirements. 
(As indicated above approximately a third of all denials in the 1955 fiscal year 
were on the ground that the applicant had not been employed in the industry 
immediately prior to inception of the fund.) The main reasons for these 
changes were that the fund was finding that many individuals who had retired 
or had left the industry prior to May 29, 1946, were obtaining temporary employ- 
ment as miners only to qualify for pensions, and the mounting costs of the pension 
program required some tightening up of eligibility conditions.’ 

Once a pension has been authorized, the pensioner continues to receive it each 
month until death or unless he resumes employment in the coal industry ; its con- 
tinuance is not affected by subsequent changes in eligibility conditions and, fund 
personnel state, is in no way contingent upon the pensioner continuing his mem- 
bership in the United Mine Workers. However, pensioners as a group have no 
equity in the fund and their pensions could be reduced or eliminated if the finan- 
cial condition of the fund necessitated.‘ 

The pension program is on a pay-as-you-go basis; there is no funding of benefits. 
The trustees representing the coal operators have on a number of occasions in 
the past voiced the opinion that the benefits should be funded, but Mr. Lewis and 
Miss Roche have thought otherwise. 

Expenditures for pension benetits have increased steadily in the past 5 fiscal 
years, as shown on table 1, going from $42,473,000 in 1951 to $69,896,155 in 1955. 
Inasmuch as the program is relatively young, it may be expected that pension 
costs will continue to increase for a considerable number of years before they 
level off.® 

The total administrative costs allocable to the pension program are calculated 
by the subcommittee staff to be approximately 1.7 percent of benefits paid. 


(b) Funeral expense and widows and survivors benefits 


Funeral expense benefits of $350, and widows and survivors benefits of $650, 
or $1,000 in all, are provided to miners’ widows and survivors who meet the 
eligibility conditions set up by the board of trustees. Payment of the $350 
funeral expense benefit is made immediately upon approval of the application; 
payment of the $650 widows and survivors benefit is paid at $50 per month for 
11 months with a $100 payment for the 12th and last month. Originally the 
fund paid a $1,000 death benefit. The fund found that all or a great part of 
this was going for funeral expense and that the program, in effect, was bene- 
fiting the undertakers rather than the survivors. Hence the present basis 
was decided upon. 

To be eligible for these benefits, the applicant is required to prove that the 
deceased miner was last employed subsequent to the date the first fund was 
established, i. e., May 29, 1946, in a classified occupation in the mine of an 
operator signatory to the agreement; or that the deceased miner was receiving 
a fund pension and was not working in any other industry at the time of his 
death. Survivors eligible for these benefits are the widow, children under 21, 
and parents entirely dependent upon the deceased. Widows and dependent 
children of deceased miners who receive survivors benefits are eligible for 





8 The letters received by the subcommittee from some miners indicate a feeling on their 
part that there is some inequity involved in a situation in which a man may have worked 
the greater part of his life in the mines and yet be denied a pension because he had not 
been employed in the industrv immediately prior to inception of the program or failed by 
a few months to have accumulated 20 years of service. 

*The UMW welfare and retirement fund for the anthracite coal industry, which is set 
up on the same basis as the bituminous fund, reduced all pensions in 1954 from $'00 to 
$50 a month. The shrinking income of the fund, due to the declining demand for anthra- 
cite, was unable to finance the payment of pensions at the former level. 

*It should be made clear that the fund is, in effect, a unit. There is no real separation 
of fund income or assets for pensions and for other benefits. The requirement in sec. 302 
(c) of the Labor-Management Relations Act, 1947, that moneys intended for payment of 
pensions shall be paid to a separate trust is met through the fund placing in a separate 
account from time to time amounts out of which pensions will be paid. Amounts with- 
drawn from this account may be used only for payment of pensions and no other purpose. 





a NCCE a OD a an LAR 


wl a i 


caine 


ws AlN tel 


tare 


| 





2 Ne alata lie NP et Rt Ee tat Oh EIN 


ne ast ict 


WELFARE AND PENSION PLANS INVESTIGATION O35 


hospital and medical care benefits during the year they are receiving these 
survivors benetits. 

In the fiscal year ending June 30, 1955, funeral expense and survivors benefits 
were paid in the amount of $2,879,176 to widows or other dependents of some 


« 


3,374 deceased miners. 
(c) Mine disaster benefits 

A benefit program closely related to the above is that of benefits to the depend 
ents of miners killed or seriously injured in mine disasters 

These benefits are authorized in small amounts to tide the families of mine 
disaster victims over until compensation or other benefits are paid. In the 
past fiscal year benefits in the amount of $60,642.96 were provided to the 
families of 240 miners killed or injured in mine disasters. 


(d) Hospital and medical care benefits 


The hospital and medical-care benefits provided to fund beneficiaries consist 
of (a) hospitalization in a ward or semiprivate room (or private room if medi 
cally necessary), including all special hospital services for as long as may be 
necessary; (0) physician services while the patient is in the hospital; (c¢) 
services of specialists in the office or out-patient department (available only 
on referral from a general practitioner or by authorization of the area medical 
administrator); (d) dental srevices required for treatment of special condi 
tions, e. g., cancer of the mouth; (¢) certain expensive drugs and related sup 
plies for nonhospitalized patients, i. e., drugs or other supplies which are 
required continuously over a considerable period of time, and which if not pro 
vided outside the hospital would lead to the necessity of hospitalization, Ex 
amples of these items are insulin, cortisone, and provision of oxygen to patients 
with respiratory disease. 

There are certain exceptions or limitations to the care provided. The only 
dental care that the fund provides to its beneficiaries is that required in injury 
and certain diseased conditions. Such care must be approved by the Wash 
ington office before any dentistry can be paid for.° The fund will pay for 
psychiatric care only in acute cases where there is prospect of improvement 
within a period of approximately 30 days. No care in mental hospitals will 
be paid for otherwise. The fund will not pay for removal of tonsils or adenoids, 
except under very exceptional circumstances and when incidental to the care 
required for other disease. The fund found that these operations were being 
performed almost routinely on the children of fund beneficiaries, that the costs 
were large and the health of the miners’ children was not well served thereby. 
Hence, it was decided to exclude this service. 

The persons eligible for medical benefits under present trustee regulations 
are: (a) all miners working in a classified job in mines of operators signatory 
to the agreement; (b) unemployed miners whose last employment was in a 
classified job with an operator signatory to the agreement; (c) retired miners 
receiving a fund pension, except for such periods as they may be employed out 
side the coal industry; (d) the qualified dependents of these persons, namely, 
their wives, children up to 18, or up to 21 if physically or mentally incapacitated, 
and fathers and mothers of the miner or of his wife providing they have lived 
with and been dependent upon the miner for at least 1 year; (¢) widows and 
survivors of miners for whom widows and survivors cash benefits have been 
authorized, during the year they are receiving these payments. 

Applications for hospital and medical benefits are filed with the fund through 
the local union. Once a miner has been certified by the trust fund as eligible 
he retains eligibility until the fund finds that he is no longer connected with 
the coal industry or otherwise fails to continue to meet eligibility requirements 
The fund gets this information from various sources. Among the sources is 
the local union which knows when an individual is no longer employed in the 
coal industry in that the individual no longer pays his union dues through the 
“check off,” i. e., through deduction from pay by the coal operator. 


® At one time the fund provided any dental care that was considered necessary for medi 
cal care and treatment of the patient. However, the program on this basis gave rise to 
continuous trouble and dissatisfaction. The miners could not understand the limitations 
of the program. Some doctors referred considerable numbers of patients for dental care 
others practically none. Costs of the program mounted and at one time reached $2.5 
million a year. In 1952 the fund decided to eliminate all dental care except that now 
provided. 
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The average number of persons eligible for hospital and medical benefits 
during the 1955 fiscal year was approximately 1 million.’ j 

The entire medical program is self-insured, the fund making payments directly 
to hospitals and physicians who have provided services to fund beneficiaries. 
With some exceptions to be noted below, miners receive service from the hos- 
pital or physician of their choice. 

In each area, the area medical office has drawn up a list of so-called acceptable 
hospitals. In general, these include all hospitals in the area which are licensed, 
considered to be able to provide an acceptable level of care, and whose charges 
are considered reasonable. The vast majority of hospitals used by miners fall 
in this category. 

In general, hospitals are paid on a per diem cost, i. e¢., an amount for each 
day of service equal to the hospital’s per diem cost of providing service to 
inpatients. Hospitals calculate their costs for this purpose by use of the reim- 
bursable cost form developed by the American Hospital Association and several 
Federal Government agencies. The per diem cost basis of remuneration is used 
only for hospitals which provide an appreciable volume of care to miners. Hos- 
pitals which serve only a few fund cases a year are paid on the basis of their 
billed charges. 

Upon discharge of the patient, the hospital makes out an invoice on a form 
provided by the fund and sends it in to the area medical office. If approved, 
the invoice is sent on to Washington for audit and payment. 

Each area medical office has developed a list of so-called participating 
physicians. In all, there are some 8,000 such physicians throughout the country. 
In general, participating physicians are those who serve an appreciable number 
of fund beneficiaries, have asked to be listed as participating physicians, and 
have not been disqualified by the fund for any reason. 

Participating physicians can hospitalize patients without advance authori- 
zation in each individual case. Nonparticipating physicians may also be re- 
munerated by the fund for their services but only after prior authorization in 
each case from the area medical office. A small number of physicians will not 
be paid by the fund, i. e., physicians whom the fund has found were abusing the 
program, were providing an unacceptable level of care, or whose past charges 
to the fund were unreasonable. 

The fund does not have a nationwide fee schedule. It pays physicians what- 
ever they charge, providing these charges are considered to be reasonable com- 
pared with those of other physicians of similar qualifications in the area. In 
effect, this means that physicians in the mining areas who do any appreciable 
volume of work for the fund are held in line as regards their charges by fear 
of being eliminated from the list of participating physicians. (Physicians must 
accept the fund’s payment as full remuneration for their services and cannot 
make extra charges directly to the patient.) 

When the medical program was initiated the fund was not in a position 
to negotiate with the medical profession of each State or area schedules of fees 
which would be accepted by all physicians as full payments for services to fund 
beneficiaries. Accordingly, the above policy was adopted; it is considered by 
fund personnel to have worked satisfactorily ; and it has been continued. 

In a few areas the medical profession has indicated its preference for re- 
muneration in accordance with a specified fee schedule, and such a schedule has 
been agreed upon. Thus in the Beckley, W. Va., area, the program is, to all 
intents and purposes, paying physicians on the basis of the schedule developed 
by the Veterans’ Administration for paying physicians in West Virginia for serv- 
ices provided to veterans. In the Charleston, W. Va., area, the fee schedule 
of the local Blue Shield plan has for all practical purposes been adopted. It 
is probable that certain other areas are, in formal or informal agreement with 
the local physicians, using the fee schedule of the local Blue Shield plan, the 
State workmen’s-compensation program or the Veterans’ Administration as guides 
to what will be accepted as reasonable charges. In this matter the Washington 
office appears to allow considerable latitude to the area administrators. 

The Washington office compiles statistics showing for each of the 10 areas the 
average payments made for seven surgical operations and normal and caesarian 
deliveries. There are considerable differences among areas in the average pay- 





7 Of these approximately 106,000 were pensioners and their dependents, and approxi- 
mately 8,000 were widows and survivors receiving widows’ and survivors’ cash benefits. 
Of the remaining 886.000, about 277,000 are miners (employed or unemployed) and 
609,000 dependents of these miners. 
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ments made for these services. In some areas amounts paid approximate the 
scheduled fees or allowances paid by the local Blue Shield plan; in two areas 
they tend to be in between the high and low schedules for plans with dual sched 
ules of fees; * in one area they are very considerably above the scheduled allow 
ances of the local Blue Shield plan, which is, however, entirely on an indemnity 
basis. In comparing the average payments of the plan with Blue Shield sched- 
uled fees, it must be borne in mind that virtually none of the Blue Shield plans 
are on a 100 percent service basis, i. e., requiring physicians to accept the sched 
uled fees as full payment for their services and to make no extra charge to the 
patient. 

In some areas, some internists and surgeons who tend to do much work for 
the fund have been placed on a retainer basis. In a few areas local unions have 
stimulated the establishment of group practice units with staff physicians paid 
on a full- or part-time basis. 

Unlike Blue Cross, Blue Shield and the insurance companies, which do not 
concern themselves with the quality of care received by their subscribers or 
policyholders, but are simply concerned with paying for or indemnifying against 
the costs of care, the UMW fund is very much concerned with the quality of 
medical care received by its beneficiaries and has done a good deal to see that 
this quality is as high as possible. Probably the major instance of this is the 
fund’s undertaking through the Miners Memorial Hospital Association to build 
10 hospitals in West Virginia, Kentucky, and Virginia. These hositals are being 
built in a 100-mile-wide, 250-mile-long area which the fund has found medically 
backward, where there are insufficient doctors and hospitals, and the general 
level of quality of service available is considered by the fund to be unsatisfac 
tory. In these areas the fund felt that it would be wasting money to continue 
to purchase medical care from the existing resources. 

In various instances the area medical administrators have called to book 
physicians who were determined to be performing unnecessary surgery on fund 
beneficiaries and, in some cases with the cooperation of the local medical society, 
have had these physicians disciplined or have removed them from the list of 
participating physicians. At Dragerton, Utah, a particularly flagrant case of 
this kind resulted in the local union, with the encouragement and aid of the 
area medical office, establishing a group-practice clinic with salaried physicians. 

The fund has been continually exercised by what is deems to be an excessive 
rate of hospitalization of its beneficiaries. The fund’s hospital admission rate is 
approximately 180 cases per year per thousand persons eligible for care. The 
average stay is approximately 9 days, resulting in an overall hospitalization 
utilization rate of approximately 1,525 days annually per thousand eligible per- 
sons. These rates, especially the admission rate, are far higher than under 
Blue Cross. Thus in 1954 the admission rate for all Blue Cross plans was 129 
admissions per thousand participants, the average length of stay was 7.35 days, 
and 951 days of care were paid for per thousand participants. 

In making any such comparison it must, of course, be realized that the Blue 
Cross plans have limitations on the number of days which will be provided 
under their contracts and that days of care received by subscribers over these 
limits are not included in the statistics. It must also be taken into considera 
tion that the volume of hospital care utilized increases with age and that the 
fund beneficiaries are, on the average, an older population group, partly because 
of the inclusion of pensioners, than the Blue Cross subscribing population. 

On the other hand, the hospital utilization rate of the fund is lower than that 
of the provincewide program in Saskatchewan, Canada, which provides hospital 
care without limit to the entire population. In this program the admission rate 
is 204 per thousand beneliciaries and 2,084 days of care are utilized per thousand 
beneficiaries. 

There are various reasons to believe that, other things being equal, the hos 
pital utilization rate of miners and their families would be higher than that of 
the general population. One factor is that in some areas many or most of the 
miners live in rather isolated communities which are far from the hospitals. 
Physicians, finding it difficult to make home calls on sick patients, may tend 
to hospitalize cases which in an urban population would be treated at home. 
Another factor is that over the years the idea has gained currency among the 
mining population that the hospital is the place for care of sick people. Prob 
ably the major reasons for the high hospitalization rate, however, are: (1) 





§T. e., amounts paid by the plan for specified services and which physicians have agreed 
to accept as full payment for their services to persons under specified income levels. 
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That the limitation of the fund program to in-hospital care encourages excessive 
hospitalization; and (2) That the medical care available in the mining camps 
through local practitioners has in effect progressively deteriorated in comparison 
with what is available at the hospital. Many mining camps are without any 
physicians; in other instances the physicians are too old or poorly trained, or 
lacking well-equipped offices. A third factor is the existence of the list practice or 
checkoff system for medical care in many mining communities—a system under 
which physicians are paid stipulated amounts per month for each man or family 
on their list. This system gives “list” physicians an incentive to refer patients to 
hospitals since thereby the burden of their own work is lessened with no loss of 
remuneration. 

Some of the area administrators have made studies of cases hospitalized 
over a specified period and have concluded that at least one-fourth of such cases 
could have been adequately cared for without hospitalization. 

The medical personnel of the fund, recognizing that excessive hospitalization 
constitutes a waste of fund money, has been making efforts to cut down the 
hospitalization rate. The problems involved have been discussed frequently 
and at length between the area medical administrators and county and State 
medical society representatives. In the spring of 1955, the fund personnel de- 
termined to attack the problem by requiring, at least in certain areas, that pa- 
tients could be hospitalized only after prior consultation with an appropriate 
specialist. This move aroused a storm of protest from general practitioners in the 
areas involved. As a result of organized medical opposition as expressed in a 
resolution of the House of Delegates of the American Medical Association, the 
fund agreed to waive this step and instead to work for the development in each 
hospital of a medical audit committee which would review all fund hospitalization 
cases and call to account physicians who seemed to be hospitalizing fund cases 
unnecessarily. 

There may be limits to what this latter method can achieve inasmuch as in some 
areas, at any rate, the doctors who provide service to the patients in the hospitals 
are not those who have referred the patients to the hospital in the first instance, 
i. e., in some areas the patient is told by the camp doctor to go to the hospital 
and he enters the hospital not as the patient of any member of that hospital’s 
staff. 

It is possible that efforts to prevent excessive hospitalization by what might be 
termed negative approaches, i. e., through controls of the above types, may be 
only partially effective. Fund personnel are inclining to the opinion that the 
only real solution will lie in building up the care available to miners and their 
families in the office and home, i. e., to bring such care under the fund pro- 
gram and to make sure that adequate general practitioner and specialist service is 
available. Doing this may well involve farflung problems. In many areas, ap- 
parently, adequately equipped medical facilities would have to be built and well- 
trained physicians brought in. Perhaps this could only be done through some 
system of group practice. 

It is recognized by the fund that its present medical program is incomplete, 
and it would be well if it could be extended to include home and office care. A 
good part of this care in the coalfields is now, as the Boone report showed, on 
a prepayment, i. e., “list practice” basis, but paid for by the miners. As had 
been indicated earlier, the fund ventured at one time into the field of payment for 
home and office care, but this phase of the program proved so expensive and gave 
rise to so much abuse, that it had to be abandoned. 

The fund medical personnel are convinced that it will not be feasible to provide 
home and office service on an uncontrolled fee-for-service basis. It is felt that 
an approach using the best administrative measures and closely associated group 
practice, with payment to physicians on a mutually satisfactory basis, might be 
the solution. The development of group practice units would mean expense for 
facilities and might evoke considerable opposition from physicians in the areas. 
While fund personnel recognize the problems they are convinced that some way of 
economically providing home and office care must be found. 

In general the program’s relations with organized medicine have been good. 
At any rate a mechanism has been developed for talking over common problems. 
In good part this has been due to the diplomacy of the fund’s executive medical 
director, Dr. Warren Draper. In 1952, Dr. Draper, who served for many years 
as a member of the house of delegates of the American Medical Association, 
appeared before appropriate bodies of the association to discuss the plans of the 
fund in providing adequate medical service to its beneficiaries. Out of these dis- 
cussions grew a meeting in October 1952 in Charleston, W. Va., which was at- 
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tended by the principal medical personnel of the fund and by representatives of 
the American Medical Association, and the State medical associations of Virginia, 
Pennsylvania, West Virginia, Kentucky, and Tennessee. There took place at 
this conference a frank and full discussion of the problems of medical care for 
miners including the problems of excessive hospitalization, excessive or unnec- 
essary surgery, inadequate hospital facilities, and the shortcomings of medical 
service in the mining communities. 

Successive conferences were held in 1953, 1954, and 1955. Appraisal of the 
concrete results of these conferences is difficult. In any case they have provided 
a means by which each group has been able to inform the other of its point of 
view and its problems. That the organized medical profession appreciates the 
way in which the fund has gone about the solution of its medical problems may 
be seen from an editorial from the Journal of the American Medical Association 
of December 11, 1954, entitled “A Heartening Example.” 

“The relationship between the medical profession and the United Mine Workers 
of America provides a heartening example of how labor and medicine, when 
each side is presented by medical leaders sincerely devoted to high standards 
and imbued with a desire for mutual understanding, can work together amicably 
and effectively in a program to improve medical care for workers. A striking 
spirit of good will and cooperation dominated the third Conference on Medical 
Care in the Bituminous Coal Mine Area, held recently in Huntington, W. Va., 
and reported on page 1408 of this issue of the Journal. The atmosphere this 
year was in marked contrast to that of the first conference 2 years ago, when 
the air was charged with complaints, fears, and sharp disagreements. 

* EA * aL * + = 

“The American Medical Association is more than happy to tell the world 
about it, for the story reflects credit on all concerned. Labor leaders, labor 
union medical administrators, and physicians everywhere can learn valuable 
lessons from the way in which organized medicine and the United Mine Workers 
have sat down together to iron out a host of difficult problems.” 


MINERS MEMORIAL HOSPITAL ASSOCIATION PROGRAM 


The fund through loans to a nonprofit corporation known as the Miners Me- 
morial Hospital Association, Inc., is building a chain of 10 hospitals which will 
contain in excess of a thousand beds. These hospitals are being built in an area 
approximately 250 miles long and a hundred miles wide, encompassing the 
southern part of West Virginia, the western tip of Virginia and the eastern tip 
of Kentucky. The hospitals are located, going from east to west, at Beckley, 
Man, and Williamson, W. Va.; Pikeville, Ky; Wise, Va.; and McDowell, Whites- 
burg, Hazzard, Harlan, and Middlesboro, Ky. One hospital will be completed 
in October or November of 1955, the others will be completed over the next 6 
months. 

The Miners Memorial Hospital Association is a nonprofit organization, the 
board of directors of which is composed exclusively of fund employees. The 
association has derived all of its assets by loans from the fund, which as of the 
end of June 1955 amounted to some $18 million. A recent resolution of the board 
of trustees provided for increasing these loans as needed to a maximum of $30 
million. The loans, secured by mortgages on the hospitals, will, if is intended, 
be repaid out of the earnings of the hospitals. The staff which has been engaged 
to plan, design, contract for construction, and eventually to operate these hospitals 
are all employees of the association, the Medical Administrator of which is Dr. 
Frederick D. Mott, formerly Deputy Minister of Health of the Province of 
Saskatchewan, Canada. 

The fund is building these hospitals because it had no other alternative if it 
was to achieve its goal of good medical care for miners. The area in which these 
hospitals are being built produces about a third of the coal tonnage produced in 
the organized industry and contains about a third of the members of the UMW. 
It is an area strikingly deficient in medical resources—an area with insufficient 
hospital beds, inferior hospitals, insufficient physicians, a dearth of qualified 
specialists, and high infant and maternal mortality rates. 

In this area most of the existing hospitals are proprietary, the hospitals being 
owned by individual doctors or partnerships of doctors and being closed to other 
physicians. Since these hospitals now derive the greater part of their revenues 
from the welfare fund and since payments to hospitals include an allowance for 
depreciation, the fund was in effect paying the capital costs of these hospitals. 
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Fund personnel became convinced that the only way in which competent phy- 
sicians could be attracted to and held in the area was to make available to them 
adequate hospital facilities. The efforts of the fund to stimulate community 
action to improve existing hospital facilities did not work out because of the 
economic conditions of the area and the proprietary interests of the doctors 
who own the hospitals. 

The fund medical personnel in 1951 arranged for its medical advisory com- 
mittee which advises the executive medical officer on problems and policies to 
tour this area and visit some of the hospitals.’ 

The group was accompanied by Dr. George Lull, secretary and general manager 
of the American Medical Association. The committee was aghast at the condi- 
tions found and agreed with the fund medical personnel that the only solution 
was for the fund to build its own hospitals in the area. 

The trustees of the fund approved the program in 1951 and personnel were 
employed to plan and design the hospitals. Surveys of needs and existing medical 
resources in the area led to the decision to place the hospitals at the 10 points 
mentioned above. The hospitals have been planned on the general principle of 
regionalization, with the smaller hospitals being considered as ancillaries of the 
larger ones. All of the hospitals will have large outpatient facilities. 

Three well known hospital architectural firms were employed to design the 
hospitals. While the hospitals are different architecturally, all have certain 
standardized features, e. g., standard plumbing and hardware fixtures, exterior 
wall construction, ceiling heights and bays, ete. 

The process of the design and planning of the hospitals and the arrangements 
for their construction have been described in eulogistic terms in a series of articles 
in the Architectural Forum (August, September, and November 1953) and the 

Ingineering News-Record (March 17,1955). The designs for two of the hospitals 
have been awarded prizes for architectural excellence. 

The cost of the hospitals when completed and equipped will be between $25,000 
and $30,000 a bed.” In comparing these per bed costs with those of other hos- 
pitals, it must be borne in mind that at eight of the hospitals the project includes 
separate buildings to provide apartments for some of the hospital staff, that all 
of the hospitals have much more extensive outpatient facilities than the average 
hospital, and that several of the hospitals have nursing schools. 

The hospitals will not serve fund beneficiaries exclusively. Beneficiaries will 
have preference but to the extent possible the hospitals will serve others in the 
community. 

To some extent the 10 hospitals will be operated as a unit. There will be 
central supervision over the operation of all the hospitals. The fund has 
employed as clinical director, Dr. Aims C. McGuinness, formerly dean of the 
Graduate School of the University of Pennsylvania Medical School, who will be 
responsible for the organization of the medical staffs in each hospital and for 
medical standards. 

There will be central accounting and purchasing for all 10 hospitals. There 
will be standardization of personnel practices as among all hospitals. Some of 
the larger hospitals will provide certain maintenance services for the smaller 
ones. The larger hospitals will also provide advisory and supervisory services 
as regards business procedures, personnel, nursing services and education and 
property Management and general services. 

It is planned that the hospitals will be opened to the local doctors, and that 
all doctors in the areas served can apply for medical staff membership and 
will be accepted to provide those services for which they are considered qualified. 
To this end, careful studies are being made of the physicians now in the area 
and the field of medicine in which they are qualified to serve. Each hospital 


®° The committee at the time of the survey was composed of the following: (1) Dr. Robin 
C. Buerki, executive director, Henry Ford Hospital, Detroit, Mich.; (2) Dr. Dean A. Clark, 
eneral director, Massachusetts General Hospital, Boston, Mass.;: (3) Dr. Harold S. Diehl, 
ean of the medical sciences, school of medicine, nt re | of Minnesota, Minneapolis, 
Minn.; (4) Dr. Carl N. Peterson, secretary, Council on Industrial Health, American 
Medical Association, Chicago, Ill.; (5) Dr. Howard A. Rusk, director, Institute of Physical 
Medicine and Rehabilitation, New York City: (6) Dr. Walter E. Veet, pttenes practitioner, 
Huntington, W. Va., editor, West Virginia State Medical Journal. embers of the com- 
mittee serve without pay but receive a slight honorarium for attendance at meetings and 
are reimbursed for traveling expenses, 
10 The per bed cost will depend in part on what is considered to be the bed capacity; 
if bassinets for premature infants are counted as beds, the total number of beds in the 
hospitals will be 1,085 ; if not so counted, 1,038. 
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will have a nucleus of full time salaried men, namely, chiefs of the medical, 
surgical, pediatrics, and obstetrical services, respectively, and some of the larger 
hospitals will have full time men in some of the other specialties. These key 
physicians will see patients only on referral and all of the doctors working in 
the hospital will be responsible to them. 

The hospitals will be paid for their services to fund beneficiaries on the same 
basis as other hospitals, i. e., on the basis of their all-inclusive per diem costs. 
A good many of the miners in the area have checkoff arrangements for home 
and office medical care and it is possible that these arrangements can be tapped 
in some fashion to pay for the outpatient care of some miners. 

There is no doubt but that the hospitals will have a great impact on the level 
of medical care in the area served and that they should serve greatly to improve 
the existing levels of care. With their extensive outpatient services for pay 
patients and their care of salaried medical personnel, these hospitals represent 
adventurous experiments in the organized provision of medical care, the operation 
of which will be watched with interest by people the country over. 


REHABILITATION PROGRAM 


A significant part of the medical program and one of which the fund has 
much reason to be proud is the rehabilitation program. This was one of the 
earliest activities of the fund and it has continued as an essential part of the 
medical program. 

Mining is an exceedingly hazardous industry and every year thousands of 
miners are seriously injured in mining accidents. Probably the worst of these 
casualties are the paraplegic cases, miners whose backs have been broken and 
the spinal cord severed, and who are paralyzed from the waist down. Formerly 
it was considered that the men so injured could not be returned to any type of 
activity. They were given such immediate medical care as was required and 
then sent home supposedly doomed to live out their lives in helplessness, a care 
to themselves and to others. 

The first medical program of the fund was to search out all such cases and 
to rehabilitate them to the extent possible. From past workmen’s compensation 
records and other sources, the staff of the fund sought out these cases—ultimately 
there were found to be several hundred of them— and arranged for their trans 
portation to various rehabilitation centers. Many of the cases were sent across 
the country to the Kaiser-Kabot Institute in California; others were sent to 
the Kessler Institute of Rehabilitation in East Orange, N. J., and others to the 
Institute of Physical Medicine and Rehabilitation in New York City. 

At these rehabilitation centers the men were taught bladder and bowel con 
trol, to sit up, many of them to walk and get around. A fair share were 
rehabilitated to the extent that they learned a trade and became employable 

Dr. Howard Rusk of the Institute of Physical Medicine and Rehabilitation 
of New York City has given the following account of the rehabilitation of these 
cases : 

“These were the toughest cases that anybody ever saw, bar none. You 
always like to tell about your worst case, but there are many as bad as this 
one: This man was 40 years old and his back was broken 20 years before. How 
he survived that length of time I don’t know. When he was found * * * he 
* * * had not seen a doctor in 8% years. There was not even a wagon road 
to his house and he was carried down in a sling between two bed poles by 
friends. The man had 11 bed sores from the size of a plate to the size of a 
dollar; stones in both kidneys and his bladder, and his lower extremities were 
almost up under his chin. You might ask, is it worth fooling with a person 
like that? He thought it was. He wanted to live. And we felt we had an 
obligation. It took 26 surgical procedures and 13 months before we could 
even start to train this individual * * *. We trained that man to walk, swing 
through a gait on crutches in 90 days, and in control of automatic bladder and 
automatic bowel. And during the last 3 months of his stay in the institute 
he ran for sheriff in his county * * * and he has been sheriff there for more 
than 3 years.” 

Beginning with thosé most severe cases, the fund program went on to reha- 
bilitation of other less extreme cases. All told, over the period of the fund's 
operation, 12,645 miners have completed necessary medical and physical re- 
habilitation. Many of these men, through cooperative arrangements made hy 
the medical service with the Federal and State rehabilitation agencies and 
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other groups have also received vocational rehabilitation. Approximately a 
third of those who have received vocational rehabilitation are now self- 
supporting. 

As indicated previously, severe cases were sent to the primary rehabilitation 
centers throughout the country. Less severe cases have been sent to medical 
centers near their homes, but in every case the principle has been to see the 
patient through and to provide every service no matter how costly or for how 
long needed, which would be required to rehabilitate him, make him able to 
care for himself, and where possible to fit him for vocational training so that 
he could earn his living. On some individual cases the fund has spent in 
excess of $10,000. 

The rehabilitation program which now covers both miners and their depend- 
ents is presently on a current basis, that is to say the backlog of cases has been 
taken care of. Each area medical office has a person responsible for the 
rehabilitation program. Physicians bring their cases requiring rehabilitation 
to this person’s attention. He also checks all medical bills for possible reha- 
bilitation cases. He sees that these cases come to a sereening clinic which 
determines the type of care that is needed and where the person should best 
be sent in order to obtain this care. The rehabilitation staff member consults 
with the patient as to the agencies which can help him, if there is a placement 
problem arranges for specialized training at trade schools, and places the 
patient in contact with social welfare agencies that can help him and the 
family. 

The staff sees to it that other resources available to the person, such as 
workmen’s compensation, the Veterans’ Administration services, and any serv- 
ices available from the State and local agencies, are utilized. The fund’s policy 
in this field is to conserve its own funds by tapping the resources of nublic 
agencies to the maximum. In due course the person is put in touch with the 
State vocation rehabilitation agency and such services as are available from 
this agency are received. 

The rehabilitation program of the fund has played a significant role in 
stimulating State and local yocational rehabilitation agencies to improve and 
extend their services. In the fiscal year ending June 1955, 455 severely handi- 
capped or totally and permanently disabled miners and eligible dependents 
of such miners were provided hospital and medical care through fund payments 
of $1,283,421. 


FINANCES OF MEDICAL PROGRAM 


In the fiscal year ending June 30, 1955, the fund spent for hospital and 
medical care $42,773,658. Of this amount, $24,539,397 was for hospital care, 
$18,058,335 for physicians’ services, $3,050,853 for outpatient and specialist 
services, and $2,125,073 for drugs, and miscellaneous supplies and services. 
The fund estimates that approximately 1 million persons were eligible for 
medical care on the average during the year’s period. Hence, the overall cost 
amounted to approximately $42.77 per capita of the population served. 

The above costs may be compared with an average cost in 1954 of $30.31 per 
person eligible for service under the Blue Cross and Blue Shield programs for 
the country as a whole. In making this comparison it should be borne in mind 
that the UMW program provides all needed hospitalization, without exception 
or limitation, whereas Blue Cross has various limitations; that the program 
pays the cost of physician service in full, whereas Blue Shield subscribers 
frequently have to pay extra charges over and above the allowances provided ; 
that the UMW program covers the cost of hospital outpatient care and specialist 
service outside of the hospital, whereas Blue Cross-Blue Shield provides out- 
patient care only in accident cases and generally provides only surgical and 
inhospital medical service. The UMW program provides certain drugs outside 
of the hospital; Blue Shield does not. Another factor is that 105,000 of the 
UMW population eligible for care are pensioners and their dependents, and that 
the cost of providing medical and hospital care to the aged is high. On the 
other hand, the fund’s average per diem cost of hospital care—$15.56—is con- 
siderably below the average per diem cost of general hospital care for the 
country as a whole—$21.76—as reported by all short-term general hospitals to 
the American Hospital Association in 1954." 

The fund provides no breakdown of administrative expense for each program. 
From data made available by the fund, the staff has calculated that the total 


11 The $21.76 represents total expense per patient-day. It includes expenses other than 
those for inpatient care, such as research, education, outpatient care, etc. Hence it is 
not a fully comparable figure. 
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amounted to approximately $2,330,000, or 5.2 percent of the total cost of the 
program. This may be compared with an administrative expense ratio (admin 
istrative expense as a percent of subscription income or premiums written) in 
1954 or 6.8 percent for all Blue Cross plans, 11.2 percent for all Blue Shield plans 
and 12.6 percent * for the group accident and health business of all 
companies. 

The fund compiles a considerable volume of statistical data on the utilization 
of services by its beneficiaries and on costs of service. Almost none of this is 
made public because of a belief on the part of the fund personnel that publica 
tion of such data (showing for example the variations in hospital admission rates 
or payments to physicians for specified surgical operations in the various areas) 
would impede the fund’s efforts to reduce hospital utilization or lead physicians 
whose charges are below the average to increase their charges. 


administrative expenses allocable to the medical program in the last fiscal ye 


insurance 


SOME COMMENTS ON THE MEDICAL PROGRAM 


In the course of their study of this program, the surveyors interviewed two 
physicians who are members of the advisory medical committee of the fund 
These were Dr. Howard A. Rusk, director, Institute of Physical Medicine and 
Rehabilitation, New York City, and Dr. Harold Diehl, dean of the Medical 
Sciences of the School of Medicine of the University of Minnesota. Dr. William 
Shepherd, vice president, Metropolitan Life Insurance Co., who has been con 
sulted by the fund on numerous occasions and is well informed about the pro- 
gram. was also present. All three of these men are members of the Health 
Resources Advisory Council of the United States Office of Defense Mobilization 
These individuals thought that the program was excellent and outstanding in 
every respect. Dr. Rusk said that there were three things that he admired 
the medical program for: First, that it had the courage to make any payments 
for medical care of its beneficiaries that would contribute to their health and 
rehabilitation; second, that it had the courage to stand up when it felt that 
the fund was being exploited by dishonest physicians; third, the high caliber of 
men that it had attracted to the program. The other two men associated them 
selves in these remarks. . 


COMMENTS BY EMPLOYER REPRESENTATIVES ON THE PROGRAM 


Through a series of accidents it was not possible to interview the coal opera 
tor’s fund trustee, Mr. Charles A. Owen. However his views were briefly ascer 
tained over the telephone. He said that there was no question as to the in 
tegrity and honesty of the fund. He thought the program was very well run 
He said that in recent years all trustee resolutions have been unanimous and 
that his views on the program would echo those of Mr. Lewis and Miss Roche 

Mr. Harry M. Moses, president of the Bituminous Coal Operators Association, 
which represents 65 percent of the tonnage of the organized part of the industry, 
said that in his opinion the fund has been managed with absolute honesty and 
great competence. He did not see how the program could have been better 
managed. He has high regard for those who administer the program. He 
thought the fund is meticulous in granting or withholding pensions in accord- 
ance with the eligibility conditions. He said that in the early days of the fund, 
it had been less meticulous in this regard, and sometimes shaded requirements a 
bit in order to make pensions available to people who did not meet the eligibility 
conditions 100 percent. However, procedures have been tightened up, and there 
can be no present complaint in this regard. 

The only complaint of the industry with the program is that it costs so much 
He thought that the operators feel that it would be better if the miners had some 
equity in the fund and the pension program was funded in some way; however, 
this might be very costly. 

Mr. Joseph E. Moody, president of the Southern Coal Producers Association, 
which represents about 25 percent of the tonnage of the industry, said that his 
association was not in favor of the fund. He felt that while the industry should 
provide complete care and compensation for miners injured in work accidents, 
there was no legitimate reason why it should be called upon to provide pensions 
for miners or general medical care for miners and their families. 





122This is inclusive of taxes approximating 2 percent paid on premiums. 
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He felt that the union was using the welfare fund to discipline union members 
and to maintain membership. He said that the applications for hospitalization 
benefits and pensions must contain a certification that the applicant is a paid-up 
union member. He thought this was tantamount to requiring union membership 
as a condition of eligibility and is illegal. 

He thought that the 40-cent royalty was a burden too great for the industry to 
bear, that it had helped to raise the price of coal and to lose markets for the 
industry. 

He thought that to some extent hospitals and doctors were taking advantage 
of the fund. He believed that hospitals in the area in which the fund is building 
the 10 hospitals are adequate and that the main reason the fund is building these 
hospitals is that the area is one in which the union is insecure, and that the union 
is building “union temples” in these areas in order to strengthen its hold. He 


felt that the pension program should be funded so that miners would have some 
assurance of pensions in the future. 


CONCLUSIONS: APPRAISAL OF PROGRAM 


In the opinion of the writer, this program is honestly and well administered, 
in fact, the medical program is outstanding. 

The provision of pensions to retired miners, of death benefits to survivors, and 
of comprehensive hospital and in-hospital medical care to all miners and their 
families is of incalculable benefit to the beneficiaries. The fund provides these 
benefits efficiently and at an exceedingly low overall administrative cost—less 
than 3 percent of fund contributions. The end result could probably not be 
achieved as well or at lower cost by any other set of arrangements. 

The present program by no means completely meets all the needs of miners 
and their families. There is an obvious need for disability benefits to perma- 
nently and temporarily disabled miners. However, the provision of these benefits 
is not now within the financial means of the fund. There is also a need for 
extension of the medical program to include home and office care. Insofar as 
can be judged within the time available for the survey, the pension program is 
well devised and carefully administered, with pensions given to those who meet 
the eligibility requirements and withheld from those who do not. The program 
is not funded and the miners have no equity in the fund. No judgment is made 
as to whether, from a standpoint of equity or otherwise, there is need for any 
change in these regards. 

The medical program, taken all in all, can be characterized as no less than 
excellent. The program provides to its beneficiaries all needed care in serious 
illness, virtually without exception or limitations, and gives them complete 
protection from the risk of heavy medical expense. Much effort is being taken 
to assure that the care is of a high level of quality. 

The medical program is administered by an outstanding group of individuals. 
Its administrative cost is lower than that of any comparable program in the 
country. The decision of the fund to build a chain of hospitals to provide 
service to its beneficiaries appears to have been well taken, and the hospitals 
should do much to raise the level of care available to miners in these areas. The 
building of these hospitals is an indication of the imaginativeness, boldness, and 
vigor with which the medical program has been conceived and operated. 

In the opinion of the writer, the medical program would do well to work toward 
the payment of physicians on the basis of negotiated fee schedules, insofar as 
the medical profession in various parts of the country will agree to reasonable 
schedules for service to fund beneficiaries. The writer is also inclined to believe 
that on balance the medical program would benefit if it made public data on its 
hospital utilization rates and costs, incidence of surgical operations, and average 
payments for selected operations and services. Further no appraisal by outsiders 
of the operation of a self-insured medical program is possible without such data. 
However, these defects—if indeed they are defects—and they are matters upon 
which wide differences of opinion are possible—are of small consequence in the 
total picture which is that of a farflung, pioneering, well-run program of immense 
value to its beneficiaries. 


Senator Dovetas. Mr. Lewis, do you want to make any comments 
on Mr. Reed’s statement, or upon the plan in general, and problems 
which you have experienced, and so on? 
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STATEMENT OF JOHN L. LEWIS, PRESIDENT, UNITED MINE 
WORKERS OF AMERICA; TRUSTEE, CHAIRMAN, AND CHIEF 
EXECUTIVE OFFICER, UMWA WELFARE AND RETIREMENT FUND 


Mr. Lewis. Mr. Chairman and gentlemen of the committee, I think 
the virtues of the fund are self-evident. It operates with monolithic 
simplicity and austere and bareboned honesty. Its annual reports, 
bearing upon the scope of its activities, as well as its financial ataien 
are made public and we try to get a wide dissemination of those annual 
reports for public educational purposes. 

The greatest testimonial to the worth of the fund, however, is the 
gratitude in the hearts of its beneficiaries who for 150 years were 
neglected and left alone to stand the vicissitudes, if they could, of the 
most brutal and savage industry in our economy, or in the economy 
of any other country. 

The fund is based upon the establishment, the existence, and the 
continuance of collective bargaining in the mining industry. No one 
knows any better than a mineworker that there will be no welfare fund 
in the mining industry of this country, if collective bargaining as an 
institution disappears. They have had 150 years to have that fact 
driven home to them in the mining industry in this country. 

The fund is justifying itself before the people whom it was in- 
tended to serve. It is justifying itself in the public eye and the 
public estimation, and it is justifying itself with the investment 
and managerial side of the industry who, through the existence and 
operation of this fund, have had a great moral responsibility lifted 
from their shoulders—a responsibility of neglected generations of men 
in the mining industry. Rightly, they make a virtue out of necessity, 
the necessity of caring for the human element in our modern mining 
industry. 

The fund is predicated upon the principle that the cost of main- 
taining the manpower in the industry in a workable and healthful 
condition, so that service can be rendered to the industry and the 
public, is just as much a part of the cost of production as lubricating 
oil, as mule feed, as steel rails, as taxes, or any other item that enters 
into the cost of production. 

This fund, based upon a collective-bargaining contract, for the first 
time in the history of our modern economy, sets forth and recognizes 
that principle. And just as long as the United Mine Workers of 
America exists in the mining industry—and methinks that will be 
quite a time—just that long, will collective bargaining in the coal 
industry encompass the United Mine Workers welfare and retirement 
fund. 

If vicissitudes come, if great catastrophes occur that wipe out our 
form of public life or organization in our economy or in our social 
structure, then it may be that the United Mine Workers and collective 
bargaining will disappear from the mining industry. 

Concurrently, the United Mine Workers welfare and retirement 
fund will disappear. Until that time the fund is designed to operate 
upon a continuing basis, under a plan and a procedure which are 
geared to the requirements of the industry by men who understand 
the requirements and the equations and the elements that work in the 
industry. 
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Many inquiries were made as to why, in the fixation of the revennes 
of the fund, it was not geared like some other funds, to the dollar 
payroll cost. That was because the designers of the fund understood 
something about the industry and the future requirements of the in- 
dustry. And because they understood that the productivity per man 
employed in the industry would constantly rise, and constantly operate 
to take care of the increased fixed requirements of the future, and 
that the manpower of the industry per ton produced would decline, 
and that a greater amount of money would be available for the lesser 
number of men remaining in the industry. That is the story of the 
industry today. That is the reason why the trustees and the manage- 
ment of the fund—its administrators—can furnish this great sum 
total of assistance to the industry upon a minimum of 40 cents a ton 
royalty. 

During the period of the fund’s existence the productivity per man 
employed in the industry has gone up from approximately 6 tons 
per man per day employed, to the present 10 tons per man per day 
employed. And tomorrow, and tomorrow, and tomorrow, offers prom- 
ise for higher productivity per man employed through the utilization 
of improved engineering aah on sound experience and modern 
devices geared to do the work of man. So with a lesser number of 
men employ ed in the industry, the amount available for the protection 
of each remaining man will increase through the years. 

Blueprint mines, mines in the blueprint stage, might I say, are 
now projecting new modern mines costing, of course, tremendous 
sums of money for their erection, installation, and investment and 
operation, which will produce 30, 35, and 40 tons of coal per day per 
man employed. We have mines now producing as much as 22 and 
24 and 26 tons of coal per day per man employed. 

Contrast that production, the production of today, and the poten- 
tial production of tomorrow, with conditions in the mining industries 
of the countries of Europe. The production in Great itain today, 
per man employed, after years of oper: ation by the Government, 
through the British Coal Board, is 1.23 tons per man, per day. And 
they are failing to increase it. And their production so far this year 
is more than 7 million tons less in gross than it was in the year 1954 
at. the same time. That is one reason why we are sending coal to 
England, to feed their expanded economy, because they are incapable 
of produci ing enough of their only vital natural resource to keep their 
economy running. 

We know how to produce coal in America. Our investors, our 
managers, our engineers, our administrators, and the manpower forces 
in the mines, know how to produce coal in America. And it is one of 
America’s greatest assets for the future. It means more for the pro- 
tection of our economy than any other element of consideration. We 
must rely, here in this Republic of ours, upon the future coal-produc- 
ing capacity of our industry. And we must protect the manpower of 
that industry. And we must. protect it unh: ampered by Congress or 
by public criticism, through the medium and instr umentality of these 
voluntary welfare funds that have been set up, now enjoying the 
cooperation and the confidence of the investment and operating side of 
the industry. 
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Atomic power! Atomic power, if, as and when it comes; and if, 
as and when we can survive its arrival, will only be able to produce 
energy for a very small percentage of our economic and industrial 
requirements. As a matter of fact, I think it is a safe assumption 
that the amount of dollars which is being put in and will be put into 
the development of atomic energy is much made than atomic energy 
will ever render American industry. Because by the time they encom- 
pass all of the problems and chain it to relative efficiency and learn 
how to coexist with atomic power, which has not yet been done, some 
genius is going to harness the sun or harness the tides, or perform 
some other modern miracle that will render atomic power obsolete. 

In the meantime, we have to keep warm and keep our economy 
functioning, so we will do it with coal. The coal industry for the first 
time for a long time is facing a clear road ahead. Modern mines, 
well designed, well managed, well financed with commercial outlets 
and credit are offering tod: Ly as attractive an opportunity for Ameri 
can investment as can be offered within the limitation of our economy. 

The United Mine Workers and the executive staff of the United 
Mine Workers Welfare Fund do not think any legislation is necessary 
by Congress to control a welfare fund. We think the operation of 
this fund exemplifies that fact and demonstrates it beyond peradven 
ture. It might be a good thing, however, if Congress were to adopt 

. joint resolution petitioning ‘the Attorne "y General of the United 
States to force his United States district attorneys, in the various 
jurisdictions, to prosecute some of these human jackals who are feed- 
ing on these welfare funds. 

I think a man, whether he is a representative of labor, or a repre- 
sentative of an insurance company, or anyone else, who undertakes to 
rob a welfare fund is a human jackal. And we have laws alre ady on 
the statute books that will reach him—the laws of the States and the 
laws governing charitable trusts on the statute books of the Federal 
Government. All we need is a little prosecution. 

If some of these representatives of labor who, with tongue in cheek, 
would move the machinery of their organization in the prosecution of 
some of these scoundrels, we would have a better state of public un- 
derstanding and a greater degree of justice prevailing in the regula- 
tion of welfare funds. 

I know the distinguished Senator from Illinois, Senator Douglas, 
recently uncovered in Chicago a case where a laundry workers’ wel- 
fare fund was being looted by—what shall I call them—crooks. And 
after all the publicity; I haven’t heard of the organizations with 
which they were affiliated doing anything about it. I wonder why. 

If some of our representative leaders would abandon this “holier 
than thon” attitude they assume now and then, and forget what they 
are going to do with the rest of the world while the ‘y put their own 
house in order for a few minutes, welfare funds might have a better 
chance to live in this country. 

And the insurance companies which have been preying on them to 
a greater or lesser degree, would have less hope that they are finally 
going to cireumse ribe and limit the welfare funds by legislation—all 
to the advantage of the insurance companies, and the banks that deal 
in that form of business. 

The United Mine Workers, and the executives and trustees of its 
welfare fund, have no recommendation to make to Congress on new 
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legislation. We merely recommend a little more honesty and a little 
more prosecution by the United States district attorneys, who have 
plenty of law, and by States attorneys who have plenty of law under 
their State statutes. 

If you please, Senator Douglas, while Miss Josephine Roche, our 
associate trustee, is here today, Mr. Charles A. Owen, operators’ 
trustee of the fund, was unable to be here; but he has, I think, written 
the chairman a letter that expresses his point of view. Inasmuch as it 
is symbolic of the attitude of the industry as a whole, I am just won- 
dering whether or not it couldn’t be included in the record. 

Senator Doucias. We will be very glad to put the letters addressed 
to the subcommittee by Mr. Charles A. Owen of the Imperial Coal 
Corp., who is the employers’ representative on the board of trustees, 
into the record. 

(The letters referred to follow :) 

IMPERIAL Coat CorP., 
Miami Beach, Fla., November 23, 1955. 
Mr. Pau. J. Correr, 
Chief Counsel, Committce on Labor and Public Welfare, 
Subcommittee on Welfare and Pension Funds, 
United States Senate, Washington, D. C. 

Dear Mr. Correr: Receipt is hereby acknowledged of your letter of November 
19 formally requesting my appearance before your subcommittee on Monday, 
November 28, 1955, to make a statement in reference to the United Mine Workers 
of America Welfare and Retirement Fund, as employer trustee of the fund. 

As stated to you by phone on November 18, I have had a very strenuous recent 
past few weeks of work and am endeavoring to take a short rest upon my doctor's 
advice, as I must be back north shortly after the 1st of January. 

I am enclosing herewith a brief statement in which I have tried to state the 


things I would say, anticipating, if you please, approximate questions you might 
ask me as a witness before your committee. 

Should you feel this statement does not amply cover the subject, either please 
let me know by return special mail, or phone. However, if, after due considera- 
tion, you feel I should come up for the hearing let me know and I will endeavor 
to meet your wishes. 

Very truly yours, 


Cuas. A. OwEN, Trustee. 


MIAMI BEACH, FLA., November 23, 1955. 
Hon. Pavut H. Dove.as, 
Chairman, Committee on Labor and Public Welfare, 
Subcommittee on Welfare and Pension Funds, 
United States Senate, Washington, D. C. 

My Dear SENATOR: I wish to make the following statement as employer trustee 
of the United Mine Workers of America Welfare and Retirement Fund. 

This fund was created by a collective bargaining agreement, between the 
United Mine Workers of America and the bituminous coal operators of the United 
States in 1946, and among other provisions a trust fund was set up, financed by a 
per ton royalty on coal production, this fund to be administered by a board of 
three trustees. 

A great deal of disagreement among the trustees developed, ending in action in 
the courts, which was in a practical manner concluded by the agreement between 
the parties of March 5, 1950, in which the present trustees were named, Mr. John 
L. Lewis representing the mineworkers as trustee and chairman, Charles A. 
Owen, trustee representing the employers, and Miss Josephine Roche, trustee 
representing the public. This board was organized on March 13, 1950, electing 
Miss Roche as director, Mr. Val Mitch as general counsel, and Mr. John F. Ryan 
as comptroller. 

Subsequent bargaining agreements between the operators and mineworkers, 
the most recent effective September 1, 1955, have been negotiated and the same 
trustees have been continued. 
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During the past 5% years differences of opinion between the trustees have 
naturally developed, from time to time, concerning methods of approach to the 
fund's projects, but these have been amicably resolved and the administrative 
recommendations have been pretty generally followed. 

The fund’s regulations of the different projects have been amended a number 
of times, looking to more efficient operation and keeping expenditures in proper 
balance with income. 

Meetings of the trustees have been held regularly by arrangement, so that all 
meetings have been attended by the full board. 

I believe the fund’s projects, presently being conducted, provide liberal coverage 
of pension benefits at a permissible age commensurate with the arduous work 
of the coal miner, and the plans for operation of hospital and medical benefits 
are probably among the most liberal of plans of this sort, and peculiarly adapted 
to the needs of the coal industry where exposures are more radical and severe 
than in most other industries. Likewise our benefits at death while not partic 
ularly liberal tide over the beneficiaries needs urgent at that time, as do the 
disaster benefits serving the miner’s family at the tragic impact of serious 
accident. 

There is absolutely no question in my mind as to the integrity of the fund's 
administration, or the ability, honesty, and devotion of the principal administra- 
tive officers, and employees of the organization. Also, I believe credit is due the 
trustees for the determination to operate the fund on a budget, keeping ex- 
penditures within income and insuring a sound fiscal situation at all times. 

There is no question that the contribution of a royalty payment of 40 cents 
a ton by the coal producer, covering a package payment to all forms of wel- 
fare (except those provided by law, workmen’s compensation and social secu- 
rity), appears to be a lot of money to many of the employers. 

The producers have been kept currently informed of the fund’s operations, 
with the result today that most of our more responsible people not only accept 
the fund but express themselves as satisfied with its performance. The trust’s 
achievement of orderly retirement of over 60,000 miners is a noteworthy one 
and the exceptional hospital and medical care afforded the miners and their 
dependents is commented on favorably both within and outside the coal industry. 

As chairman of the trustees, Mr. Lewis has conducted the meetings with fair- 
ness allowing full discussion on all matters, with the result that all important 
motions have been unanimously approved by the trustees. Miss Roche as direc- 
tor has done a magnificent job with her tireless devotion and imaginative person- 
ality as chief administrative officer. 

I have endeavored to cover briefly the answers to questions I believe might 
properly be asked me as a witness before your committee, and apologize for my 
inability to appear before you in person, which I should have enjoyed. 

Faithfully yours, 
CHAS. A, OWEN, 
Trustee, UMWA Welfare and Retirement Fund. 


Senator Dove.as. Mr. Lewis, I wonder if we might ask you a few 
questions. 

Mr. Lewis. Surely, Senator. 

Senator Dovetas. First, let me say, in my personal judgment, you 
are to be praised for the excellence of the work which the fund is doing. 
I think the report of Mr. Reed indicates that you have really been 
doing an outstanding piece of work. I was also greatly pleased with 
the fact that you made all the financial records available to us and that 
you make an annual report which you try to distribute widely among 
the members of the union. We have not found such cooperation on the 
part of all parties. We find in the case of some funds, either no 
report, or a very incomplete report, is made to union members. T am 
wondering if you do not believe that some form of disclosure would be 
highly desirable. 

Mr. Lewis. Well, isn’t that required largely now under the laws 
governing charitable trusts, or agencies ? 

Senator Doveras. Not in this field, I am informed by counsel. 

Mr. Lewis. Doesn't the Taft-Hartley Act practically require it? 





1050 WELFARE AND PENSION PLANS INVESTIGATION 


Senator Douenias. The Taft-Hartley Act does, but there is no in- 
strumentality set up requiring the reporting or publication of this 
information. It simply provides for joint management committees. 
As a matter of fact, we found in many cases the joint management 
committees are either not set up or are not actually functioning 
bodies. 

Mr. Lewis. Of course the mineworkers have no objection at all to 
clisclosure - any facts about welfare funds. We try to make them 
ourselves, gratuitously, as far as that is concerned. We do object, 
however, to the endless forms required sometimes by Government 
agencies, of every minor transaction, which adds mi: iterially to the 
cost of operation of the fund, through research, clerical work, expendi- 
ture and time. 

Senator DovuGias. Suppose we could not get at those funds which 
do not report and give salient information. Isn't some light a pretty 
good disinfectant 

Mr. Lewis. Surely there is some responsibility upon the organiza- 
tions who operate those funds and the employers’ associations that 
become a part of the contract with them. It looks to me as if there 
would be enough common pany somewhere in an outfit of that char- 
acter to find out whether or not the fund is being operated honestly. 
I don’t know why the e ends should be loaded with a heavy burden 
of responsibility merely because a few crooks are running loose and 
nobody is prosecuting them. I think if some of the committees of 
Congress would show some of those crooks to the responsible officers, 
they might find out what they are going to do about it. 

| would like you to show me one ¢ rook in the United Mine Workers 
and see what I would do about it. 

Senator Dougnas. We have submitted transcripts of hearings in the 
past to certain groups. 

Now, Mr. Lewis, there has been some criticism of your fund on the 
grounds that you pay the pension benefits out of current receipts, 
rather than funding the payments w ith an insurance company, 
through annual payments. The argument advanced in favor of fund- 
ing is that the future of the coal industry is not certain and that if the 
coal industry should decline, you would be compelled to reduce bene- 
fits, and that therefore it would be better to guarantee the benefits 
through an insurance company which would then be able to make the 
payments. 

[ wonder what you would say to that criticism. I am not making 
the criticism, but it is a criticism that has been advanced. 

Mr. Lewis. I think it is very definitely true that if the coal industry 
should decline or go out of business, that the pensions would termi- 
nate, as would all other benefits of the fund. The funds for pensions 
are not vested and the beneficiaries of the fund do not have a vested 

right in any benefit awarded them. It is a pay-as-you-go fund. 

‘E xperience has proven—and we think it will continue to do so in 
the mining industry—that it is not necessary to build up an enormous 
reserve to safeguard the payment of a pension for the life expectancy 
of an individual, when the fund is a going concern and has an annual 
revenue, and when any protection to that fund through experience can 
be brought about gradually with the distribution of the load over suc- 
ceeding generations of men in the industry. 
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Now, for instance, if we had undertaken to build reserves for the 
pension fund on the basis of the bituminous coal industry's require- 
ments, it would have required a fund of somewhere arount $1.25 bil- 
lion to safeguard the payment of pensions for the life expectancy of 
the many beneficiaries. ‘That would have been the equivalent of about 
8 years of the full income of the fund. Had we awaited going into 
business until these pensions were thus fully protected, no pensions 
would have been paid for 8 years or more. 

We believe that the protection of the living is one of the primary 
functions of the fund; to render service to those who conceive it, build 
it, and make it possible to function and live. We thought it would be 
a crime of the highest order to deprive millions of eople i in the mining 
industry- anillions of individuals—of the proper “ nefits of this fund 
for the length of time necessary to sequester and secrete these great 
sums of money. After all, it is a matter of individual opinion, of 
course, but I see no necessity for our insurance companies to build up 
these huge reserves on the basis they are now being built, and concen- 
trate money in the hands of the comparatively few, as is being done in 
this country—billions of dollars of reserves; great loans being made, 
beyond and above what the banks of the country can make, to priv ate 
industr y, & hundred million dollars, $90 million, 20 years ; $50 million, 
D0 years. 

Insurance companies thus freeze their assets, so that they are not 
recoverable for the payment to beneficiaries in the case of a catastrophe 
or in the case of the atom bomb, or what have you. 1 don’t know how 
Equitable, Metropolitan, Prudential, and New York Life are going 
to pay their beneficiar ies, if evil comes, while they have hundreds and 
hundreds of millions of dollars of their assets frozen in loans for 20 
to 50 years. 

They are moneymaking propositions. ‘They are the people who are 
seeking to dominate American industry. Where they place these loans, 
they place their name on the board and control these institutions until 
liquidation comes and reparations are made. 

I see no reason why the welfare funds of labor should be driven into 
that. Asa matter of fact, I don’t know of any great amount of money 
in any one fund, outside of the United Mine Workers welfare and 
retirement fund, in which the employees have anything to do with the 
meee the holding or the investment of the fund. I doknow of 

-ases where those funds of steel companies, auto companies, or what 
. ave you, have been privately invested by those corporations, them- 
selves, to gain control of other corporations. 


Senator Dovanas. Would you like to be specific on that point, Mr. 
Lewis? 


Mr. Lewis. Is it ger mane, Senator ? 

Senator Doveras. Unless there is objection from the committee, | 
will rule that it is germane. 

Mr. Lewis. Do you suggest I name names? 

Senator Douatas. It would be well to know. The witnesses on the 
stand, as you well know, are not liable for the statements which they 

make, but you can waive exemption if you wish. 

Mr. Lewis. I generally come out about the same way, whether 
waive exemption ¢ or not. 


62033—56——15 
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I have in mind one specific case, Senator, and I wouldn’t wonder 
but what it had been told and gaffed down here at the Senate— 
whispered, at least, in the bazaar. One corporation had a secret in- 
vestment in a big block of stock in another tremendous corporation 
which had something to do with a pending merger, and investigation 
has revealed that it represents the funds of a company welfare fund, 
set up under the steel contract; and for that purpose the money was 
being used. 

I think that is only one. I don’t know if the chairman is serious, 
wanting me to go into this in great detail—which I am perfectly 
capable of doing—but I don’t think it is germane to this conference. 

eaernar Dove.as. Mr. Lewis, while we are on this point, as you 
probably know, from time to time statements have been made that your 
welfare fund has been used to get control of a Washington bank. 
Now, Mr. Reed testified that was not so, and I think it would be well 
if you met that head-on now. 

{r. Lewis. All right, no, no. Do you want me to amplify “no”? 

Senator Dove.as. It is true, is it not, that you do not now—that the 
welfare fund does not now and never has owned any stock in any 
bank ? 

Mr. Lewis. That isright,Senator. That is true as you say it. The 
only investments of the welfare fund are those designated by Mr. 
Reed in his testimony here. And the small amount of common stock 
held by the fund is held in public utility corporations, certified and 
designated by the probate court of the District of Columbia as being 
proper investment for a trust, so I think everything is in order, there. 

Senator Dovetas. There is one other question I would like to ask. 
In 1954, Mr. Reed testified, certain benefits were discontinued. Prob- 
ably every Member of Congress in a coal-mining State has received 
letters complaining of this. I wonder if you want to make any state- 
ment on that. 

Mr. Lewis. I introduce for the record the official press release on 
that subject as of January 21, 1954, which I won’t read, but obviously, 
Senator Douglas and gentlemen, as Mr. Reed testified, the depression 
in the coal industry, the low ebb of production in 1954—— 

Senator Doveias. There was a recession in 1954? 

Mr. Lewis. Yes. Production was very low. I know that you sus- 
pected it down here in the Senate, but I had verification. 

Senator Dove.as. I was accused of being a prophet of gloom and 
doom. 

Mr. Lewis. So, the trustees found it necessary to make what econ- 
omies were possible and in casting about, we found that these items 
that were changed by this order were the most possible, probable and 
virtuous from the standpoint of inflicting the least injury upon the 
smallest number of individuals. We found that we were in fact 
subsidizing the public-assistance branches of the organizations of the 
several States, and that the several States, trying to effect economies 
in their public-assistance programs, would deduct from the beneficiary 
receiving public assistance any amount received from the United 
Mine Workers of America Welfare and Retirement Fund. 

(The press release referred to follows :) 
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UNITED MINE WoRKERS OF AMERICA WELFARE AND RETIREMENT FUND 


WasHIneTon, D. C., January 20 


Trustees of the United Mine Workers Welfare and Retirement Fund today 
announced the elimination of cash rehabilitation and maintenance aid benefits, 
which previously had been authorized by the fund trustees as temporary aid. 
These benefits never were intended to be part of the fund’s long-range program, 
which has its chief emphasis on pensions, medical and hospital care, and death 
benefits for the miners and their families. 

During the past 3 years, similar cash aid has been increasingly provided by 
social security and Federal-State public-assistance programs with the result that 
fewer persons require this type of assistance from the fund. Major increases 
have also been made by these other agencies in aid to the blind and to the totally 
and permanently disabled. 

Consequently, the trustees felt that the discontinuance of the fund’s cash re 
habilitation and maintenance aid benefits was indicated. The benefits, which 
have been going to an increasingly smaller group of people each year, will be 
eliminated altogether as of March 1954. The payments amount to $80 a month 
plus $10 for each dependent. In many cases, they have amounted to only a few 
dollars a month, because other income or grants are subtracted from the fund's 
payments. 

In a notice to all district and local union officers of the UMWA, Director Jos 
phine Roche, of the soft coal fund said “the action of the trustees was taken as a 
result of long and intensive analysis of fund experience and in conformity with 
the obligation imposed upon the trustees to assure continuing sound administra 
tion of the trust fund.” 


Senator Doveras. That is for the disabled, Mr. Lewis’ That 1s, 
they would deduct payments of assistance to the disabled, those 
amounts which vou paid to the disabled ¢ 


Mr. Lewis. And the widows. We found we were merely sub- 
sidizing the States with those outlays, and therefore it seemed like 
the sensible thing to revise the recommendations on those, and let 
the public-assistance programs of the States which, after all, are 
the authorized ones, meet the situation as best they could. 

We also found that it was difficult to keep track of all these bene- 
ficiaries and that some abuses crept into them and that the difficulty 
of tinding out whenever a widow was married sometimes left us 
behind a payment or two before we found it out—and there were 
other little human elements involved in it. It was a sound business 
proposition made in the interests of the fund. The trustees felt that 
it was the thing to do. 

Senator Dovugrias. Those are all the questions that I have. Senator 
Neely, have you any questions ¢ 

Senator Neety. Mr. Lewis, I wish to speak for a moment about 
Mr. Lewis. Mr. Lewis has performed an outstanding service and has 
been a great pathfinder in the wilderness in which we are all now 
traveling. Mr. Lewis has a much larger biography than that which 
we have heard, Mr. Reed, and that is written in the hearts of an 
innumerable throng of men, women, and children in every coal- 
mining State, in every coal-producing State. : 

The hospitals in West Virginia have rendered unsurpassed service 
in their field. I followed one of those from the ground-breaking 
ceremony to its completion. 1 kept in touch with developments later 
on. It is now one of the magnificent institutions of its kind in the 
State and the Nation. This welfare fund has proved a blessing to 
every miner and every miner’s family in the land. 
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John Ruskin said two lines written by Alexander Pope summed 
up the loftiest expression of British humanity ever uttered. Those 
lines were: “Never defect when one man is distressed. Never deject 
when another is blessed.” John Lewis has been the living image of 
that in West Virginia, because the coal miners idolize him and we all 
love him and respect him. 

Mr. Lewis. Thank you, Senator. 

Senator Douaias. Miss Roche, do you have anything to add? 


STATEMENT OF JOSEPHINE ROCHE, TRUSTEE AND DIRECTOR, 
UMWA WELFARE AND RETIREMENT FUND 


Miss Rocue. If you have some questions to ask ¢ 

I might perhaps volunteer a comment inasmuch as the matter of 
disclosure has come up—a matter which has been apparently very 
much before your committee—and I was extremely interested in talk- 
ing—since the 15th of August—with members of your staff who were 
anxious to see the reports of audits of the fund made by certified public 
accountants. The annual report of the trust fund included this year, 
as it has in every prev ious year since 1950, the full report of the audit 
by a firm of certified public accountants. I saw to it personally this 
year, as in previous years, that the annual report of the fund with 
this onait report was mailed throughout the United States to every 
coal operator signatory to the contract, to the United Mine Workers 
of America, to every Member of the Senate and House, to every 
Government department, including Internal Revenue, the Labor 
Department—I think we even sent them to the State Department, 
Senator, and I think some of it was used on the Voice of America— 
and to all State governors where there are any coal mines, to libraries, 
to _—e universities—altogether, 30,000 plus. 

I don’t possibly see, Senator, why i in the world it is so difficult to 
disclose facts about your existence, if they are honorable facts. And 
I cannot see why public opinion, voiced by the Senate and the House, 
as Mr. Lewis has suggested, isn’t sufficient to bring to heel these piti- 
fully insignificant crooks— insignificant in the overall problem of 
developing welfare funds—so that, as Mr. Lewis has so ably said, the 
majority who wish to do a decent job can go ahead and do that job 
without having to comply with more and more legal requirements. 
That is merely personal agreement with the statements that have 
already been presented. 

The report that we have here, our last annual report, mailed out 
last August for the fiscal year just ended, presented the detailed, day- 
by-day “administration efforts, work, procedures, constant efforts 
toward doing a better job that are under way in our organization, not 
only by the officials who have major responsibility, but by every single 
person in the trust fund here in Washington and in the 10 area medi- 
cal offices. I cannot think of any organization of the many which I 
have known in the very, very many years in which I have known 
organizations in public welfare, in the coal industry, in all kinds of 
educational and public work, that has been so blessed with dedicated 
people. I refer particularly to the boys from coal mines who are 
working for the fund, auditing our reports, auditing our income and 
expenditures, the boys who are reviewing our applic: itions, who go out 
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that every applicant who applies for a benefit gets every consideration 
and has full chance to prove his eligibility. We don’t like to say no 
to applicants but we have to say no many times when trust fund 
eligibility requirements are not met. 

It is not a happy experience. We have every month over 178,000 
incoming and outgoing pieces of mail. Nearly 10,000 of those are 
individual letters requiring individual answers. We do the very best 
we can to serve the basic purpose of this trust fund which is to guard 
the efficient administration of the trust and to see to it that the pur 
poses for which Mr. Lewis and the United Mine Workers have fought 
for decades are really brought into being. And that acheivement is 
due to every individual working in the office, in the fund, and in the 
area medical offices. 

I think, Senator, that probably, inasmuch as Mr. Reed was particu- 
larly interested in the medical angles and dedicated a great deal of his 
report to that section, it would be the best conservation of your time, 
if I may so suggest, sir, to go into that. Dr. Draper is here to discuss 
anything you have in regard to that matter, including the construction 
of the 10 hospitals in West Virginia, Kentucky, and Virginia. 

If you have any other questions, I will be available at any time to 
answer them. 

Senator Dovetas. Are there any comments you want to make on Dr. 
Reed’s report ? 

Miss Rocne. No, Senator, none at all. 

Dr. Draper, would you like to take my chair by Mr. Lewis? 


STATEMENT OF DR. WARREN F. DRAPER, EXECUTIVE MEDICAL 
OFFICER, UNITED MINE WORKERS OF AMERICA WELFARE AND 
RETIREMENT FUND 


Dr. Drarrer. My title is executive medical officer of the United 
Mine Workers of America welfare and retirement fund. 

Senator Doveias. You were once Deputy Surgeon General, United 
States Public Health Service? 

Dr. Drarer. Deputy Surgeon General, United States Public Health 
Service, retired. 

Senator Dovcias. Do you have any comment on Mr. Reed’s report 
that you would like to make? 

Dr. Drarer. No, sir; I think not. 

Mr. Correr. May I suggest that if there are any comments, after 
a review of the report, they can be inserted in the record. 

Senator Dovetas. That may be done. 

You mentioned Frederick D. Mott. Is he the son of John R. Mott, 
the great Christian leader ? 

Dr. Draper. Yes, sir; he is. 

Senator Doveias. Are there any questions? 

Thank you all, and congratulations on a good job. We have had 
some reports here which have not been quite so reassuring as yours. 

We will now recess and continue at 4 o'clock. 

(Whereupon, at 3:50 p. m., a recess was taken to 4 p. m.) 

Senator Dovcias. The hour of 4 o’clock having arrived, we will now 
continue the hearings, taking up again the matter of the VAW-AFL, 
Local 286 of Chicago. 
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The Chair first wishes to apologize for having forgotten that 
we had invited Mr. Moses to make a statement, if he cares to do so, 
on the miner’s welfare fund. We also invited Mr. Joseph E. Moody. 

Mr. Moses, are you here? 

Mr. Moses. Yes, sir. 

Senator Doveias. You may proceed. 


STATEMENT OF HARRY M. MOSES, PRESIDENT, BITUMINOUS COAL 
OPERATORS’ ASSOCIATION 


Mr. Moses. Senator Douglas and members of the committee, my 
name is Harry M. Moses. I am president of the Bituminous Coal 
Operators’ Association, 918 16th Street, Washington, D. C. Our 
association represents, in labor relations matters, coal producers turn- 
ing out approximately half the industry's total annual tonnage. 

In passing, I was very pleased to hear Mr. Lewis’ rosy prediction for 
the economics of the industry. I cannot help but hope he is right. I 
had some reservations about that that will require objective discussion 
with Mr. Lewis sometime in the future, I am sure. 

The United Mines Workers welfare and retirement fund was born 
during an era when the relationships between the industry and the 
union representing its employees had reached an all-time low. That 
era, during and immediately following World War II, was marked 
by strikes, seizures, and a general atmosphere of bitterness which 
has had few parallels in modern industrial history. 

In fact, the welfare fund was not of the industry’s making. Its 
establishment was negotiated, during the 1946-47 Federal seizure of 
the industry, by Mr. Lewis and Interior Secretary Krug, whose De- 
partment had control of the mines. Acceptance by the industry was 
a hard-fought condition which Mr. Krug set for return of the mines 
to private operation. 

Since the 5-cent-per-ton production levy which Mr. Krug nego- 
tiated, the industry 4 times has agreed to increase the amount, until, 
us you know, we now pay 40 cents for each ton produced. The last 
increase, in 1952, along with some modifications in benefit payments 
has brought income to the point where it now exceeds benefits by 
approximately $10 million a year. 

Following acceptance of the principle of the fund, the industry 
has taken considerable interest in making it work. From time to 
time, through the industry trustee, Mr. Owen, the industry has made 
and will continue to make suggestions for its improvement. We hope 
some day to establish confidence in this area so that some of these 
may be accepted and all receive consideration. 

Since all must have the greatest respect for the low administration 
cost of the fund, and the meticulous honesty and integrity of the 
present trustees, most of the industry’s suggestions have dealt with 
long-range programs to insure a balance between present and future 
costs limited by the economics of a highly competitive industry. 

Legislation is not necessary at this time to regulate the United 
Mine Workers welfare and retirement fund. Its success or failure 
appears to us to depend upon proper management and assurance by 
the present trustees that this type of management be continued with 
most careful attention on the part of the managers not only to its 
social but also to its economic aspects. 
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That completes my statement, sir. 

Senator Dovenas. Senator Allott, have you any questions 

Senator AuLorr. I have this question, Mr. Moody. 

Mr. Mosrs. My name is not Moody, sir. My name is Moses. 

Senator AtLorr. You have my deep apology. I heard the name 
“Moody,” and I assumed that is who you were. 

You are president of the Bituminous Coal Operators’ Association, 
instead of the Southern Coal Producers ‘ 

Mr. Moses. That is right, sir. 

Senator Auxorr. I notice you limit your statement about legisla- 
tion strictly to the UMW situation? 

Mr. Mosss. I do, sir. 

Senator Attorr. You say legislation is not needed in other fields ¢ 

Mr. Mosrs. I have no knowledge of other fields of welfare funds, 
Senator. 

Senator Atiorr. Have you ever studied any other welfare funds 
which are jointly administered ? 

Mr. Mossgs. Yes, sir; I have. 

Senator Attorr. Have you ever discovered as in, for example, the 
little tuck pointers case, which was gone into fully by this committee, 
the abuses that arise under such a situation / 

Mr. Mosgs. Yes, sir. 

Senator Autuorr. Are you implying by your testimony also, by the 
way you have said things. that perhaps > you do not feel that your own 
representative on the board of trustees is able to exercise fully the 
voice of the employers in this respect? 

Mr. Mosss. I don’t believe I made that implication, sir. 

Senator Atxorr. I am asking if you did make it. 

Mr. Moses. May I explain what I did imply there, if there is an 
implication. The implication is that we have complete trust and con- 
fidence in the present trustees. We are fearful about the future, where 
a big amount of money like this is concerned where the regulation 
and management of the fund are entirely in the hands of the trustees. 
We don’t know who the next trustees are going to be. 

Senator Atuorr. De you feel that in this particular case there is 
actually a joint administration / 

Mr. Moses. I would have to answer that question a little indirectly. 
I would have to say I couldn’t talk for the public representative. I 
would have to say that if I were Miss Roche, as has been testified to 
here—and I have great respect for her ability—and were completely 
in charge of all the affairs of the fund, and one trustee was on my side 
and one was on the other side, there wouldn’t be very much question 
where I would be. 

Senator Axvorr. If I interpret your answer correctly—I cannot 
say what is in your mind when you make answers like that. I assume 
there is some question in your mind as to whether or not the joint ad- 
ministration features of the Taft- Hartley Act under which this fund 
operates always lead to joint operation ? 

Mr. Mosgs. I could say in this case, Senator, that Miss Roche was 
agreed to by the industry trustee and by the United Mine Workers 
trustee, to be the public member. There was complete agreement on 
that. 
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Senator Atiorr. Well, I was not aware that Miss Roche was under 
discussion. 

Mr. Moses. I am talking about the public member. 

Senator Axvorr. I think you have an idea that I am trying to trap 
you. 

Mr. Moszgs. No, sir, I do not. 

Senator Atxorr. I have no such purpose. I just want information. 
I will try to ask the question just as plainly as I can. Do you think 
that the intent of the statute, which is to provide for joint operation 
by management and labor, plus a third disinterested party, has been 
achieved in this particular instance ? 

Mr. Mosgs. I think it has; yes, sir. 

Senator AtLorr. And that your employer representative is able to 
act fully in the sense that the statute intended he should act ? 

Mr. Mosss. I think so; yes. 

Senator Atxorr. That answers my question. I was not trying to 
trap you at all. 

_Mr. Moses. I did not understand the directness of your question, 
sir. 

Senator Atxorr. Thank you, sir. 

Do you agree or disagree, by the way, with the use of this fund 
money for the building of hospitals? 

Mr. Mosss. Personally, I agree with it; yes, sir. I know the needs 
in the areas where these hospitals were built. 

Senator Auorr. I think that is all. 

Senator Dovetas. Is Mr. Moody here? 

Mr. Correr. Mr. Chairman, I had a telephone conversation with 
Mr. Moody. He said he would try to be here but he did not know 
whether he could get ready by today, and he asked permission to file 
a statement later. 

Senator Dovetas. We will be glad to grant that permission. 

(Mr. Moody later informed the subcommittee staff that it was im- 
possible for him to avail himself of the privilege of filing a statement.) 

Senator Dova.as. Now, we will take u AW-AFL Local 286. 

Mr. Peters, will you come forward? Will you give your name and 
address ? 

Mr. Perers. Marvin J. Peters. 

Senator Doveras. Your address, please. 

Mr. Perers. 607 Nowata, Mount Prospect, Il. 

Senator Doueias. Will you raise your right hand? 

Do you solemnly swear, or affirm, that the testimony which you are 
now about to give is the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Perers. I do. 


TESTIMONY OF MARVIN J. PETERS, MOUNT PROSPECT, ILL. 


Mr. Correr. Mr. Peters, you are here in a dual capacity, I take it? 

Mr. Perers. I am. 

Mr. Corrrer. You have brought records in response to a subpena 
served on Mr. Lucenti, in view of his illness, today ? 

Mr. Perers. Yes, I have. 

Mr. Corrrr. And you have also come in response to a anppene which 


was served on you as secretary-treasurer of the American 


Sontinental 
Insurance Co. ? 
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Mr. Perers. Not records. I was subpenaed here personally, but 
the records were subpenaed—the subpena was directed to Mr. Lucent. 

Mr. Correr. Have you produced the records that were called for by 
the subpena addressed to Mr. Lucenti ¢ 

Mr. Perers. Yes; I have them. 

Mr. Corrrr. And you have them without exception ? 

Mr. Prrers. I have. 

Mr. Correr. Were all of those records received from the offices of 
the American Continental Insurance Co. ? 

Mr. Perers. Not all of them. Some of the records were obtained 
from Mr. Lucenti, and I believe one from Mr. ‘Titus Haffa. 

Mr. Correr. Were any obtained from the union, or Mr. Incisot 

Mr. Perers. No. 

Mr. Correr. You are secretary-treasurer of the American Conti- 
nental Insurance Co. ‘ 

Mr. Perers. I am. 

Mr. Correr. Do you have any other title with respect to the insur- 
ance company or local 286% 

Mr. Perers. I represent the insurance company as an attorney. In 
addition to that, I am one of the attorneys for the local. 

Mr. Correr. Do you ever find that you have a conflict of interest 
there ¢ 

Mr. Perers. No, I havein’t. 

Senator Doveias. Are you appearing here as attorney for Mr. 
Inciso ? 

Mr. Perers. No, I am not. 

Senator Doucias. Are you able to give any reason why he is not 
here in response to a subpena ? 

Mr. Perers. No, I can’t. Asa matter of fact, like Mr. Doria, I ad- 
vised him to come. In addition to that, I also advised him to permit 
the investigators to examine the records at the local union. He didn’t 
see fit to follow my advice. I talked to him as late as last Wednesday 
about it. 

Mr. Correr. Mr. Peters, would it be possible for you to leave the 
records that you have.brought pursuant to the subpena addressed to 
Mr. Lucenti for the examination of the staff, or would that be incon- 
venient ? 

Mr. Perers. Now, the premium receipts ledger, I would want to 
take back with me. I have made photostatic copies of the minutes 
of the board of directors. 

Mr. Correr. That is item No, 2 on the subpena ? 

Mr. Prrers. Yes. The canceled checks representing the original 
purchase price paid by Mr. Lucenti to acquire the outstanding guar- 
anteed fund certificates—I have a photostat of that check, and a 
supporting letter from his bank which I will be glad to leave. 

Senator Douctas. Is that the check signed by Mr. Titus Haffa? 

Mr. Perers. No. I have that, also. 

Senator Doueias. Could that be submitted, too? 

Mr. Correr. Is that the original ? 

Mr. Perers. It is the original check. 

Senator AtLorr. Mr. Chairman, there is no objection, is there, to 
any of these matters, after they have been properly identified and 
Sa to have the documents photostated and the originals with- 

rawn ? 
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Mr. Perers. We have no objection. 

Senator Atxorr. I do not believe we have any objection. 

Senator Douvenas. Certainly not. 

Mr. Perers. As a matter of fact, I had photostated all the records 
1 could possibly do that with, but some of these I didn’t get until 
Saturday. 

Mr. Correr. And item No. 4, the guaranteed fund certificate ledger 

Mr. Perers. [ have that. 

Mr. Correr. Is that susceptible of photostating? Do you have 
photostats ? 

Mr. Perers. No, I haven’t, but it can be photostated. 

Mr. Correr. “Schedule of commissions paid by American Conti- 
nental since November 1, 1954” ? 

Mr. Perers. I have the originals. I haven’t photostats. It is 
quite a big bundle. 

Mr. Correr. We could photostat what is pertinent and return the 
originals to you. 

Mr. Perers. You can, yes. 

Mr. Correr. And the “schedule of all commission payments made 
to Salvatore Oddo since November 1, 1954” ? 

Mr. Perers. That is contained in No. 5. 

Mr. Correr. “Copies of all contracts between American Conti- 
nental Insurance Co. and Salvatore Oddo covering his appointment 
as a general agent and/or broker of the company, and covering his 
commission arrangements with the company” ? 

Mr. Perrers. There is no such contract. 

Mr. Corrsrr. That is not now in existence ? 

Mr. Perers. No. 

Mr. Correr. Copies of master policies as called for by item No. 8 
of the subpena ? 

Mr. Perers. I have photostats of all the master copies, which I 
have had made at my own expense. I have the originals and the 
photostats. 

Mr. Correr. That is fine. 

And may we have the subpena marked for identification, Mr. Chair- 
man ? 

Senator Dovatas. That will be done. 

(The subpena referred to was marked “Exhibit 79” and is as fol- 
lows: 


EXHIBIT 79 
UNITED STATES OF AMERICA 
CONGRESS OF THE UNITED STATES 


To CHARLES LUCENTI, President, American Continental Insurance Co., 10 South 
LaSalle Street, Chicago, Ill., Greeting: 


Pursuant to lawful authority, you are hereby commanded to appear before 
the Subcommittee on Welfare and Pension Funds of the Senate Committee on 
Labor and Public Welfare of the Senate of the United States, on November 
28, 1955, at 10 a. m., at their committee room P-63, the Capitol, Washington, 
D. C., then and there to testify what you may know relative to the subject 
matters under consideration by said committee, and to bring with you the fol- 
lowing described documents: 

1. Premium receipts ledger, or any other record reflecting the receipt by the 
American Continental Insurance Co., of premiums from Amalgamated Local 
286, UAW, A. F. of L., 3909 West North Avenue, Chicago, Ill., during the period 
November 1, 1954, to date; such records to include details of premiums received 
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from aforesaid local in respect to policies No, GL, GH, and GAS 101, and any 
premiums received from the same local in respect to any other policy issued by 
American Continental. 

2. Minutes of all meetings of the board of directors of American Continental 
Insurance Co. since the time of the purchase of this company by Charles Lucenti 
et al. to date. 

All canceled checks representing the original purchase price paid by Charles 
Lucenti et al. to acquire the outstanding guaranteed fund certificates and 
ownership of American Continental; and all canceled checks representing the 
subsequent investment of $50,000 in the aforesaid company by Charles Lucenti 
or others. 

4. Guaranteed fund certificate ledger reflecting the issuance of such cer 
tificates, the identities of the person or persons to whom issued, the date of 
issuance, and the amount of each certificate. 

5. Schedule of commissions paid by American Continental since November 
1, 1954. Such schedule should reflect, with respect to each policy issued since 
November 1, 1954, individual life or group, the amount of commission paid 
the identity and address of the broker and/or agent to whom paid. and the 
date the policy became effective. 

6. Schedule of all commission payments made to Salvatore Oddo since Novem 


ber 1, 1954, including all canceled checks issued Oddo in payment of these 
commissions. 


7. Copies of all contracts between American Continental Insurance Co. and Sal 
vatore Oddo covering his appointment as a general agent and/or broker of 
the company, and covering his commission arrangements with the ——- 

8. Copies of master policies GL, GH, and are 104, GL, GH, GAS 106, GL, 


G H, GAS 1038, GL, GH, GAS 105, GL, GH, and GA S 101, and GL, G H, and GAS 
107. 


Hereof fail not, as you will answer your default under the pains and penalties 
in such cases made and provided. 

To Albert R. Imle, to serve and return. 

Given under my hand, by order of the committee, this 18th day of November, 
in the year of our Lord one thousand nine hundred and fifty-five. 


PauL H. Dovatas, 
Chairman, Subcommittee on Welfare and Pension Funds of the Senate 
Committee on Labor and Public Welfare. 
NOVEMBER 21, 1955. 
1 made service of the within subpena by personal service upon the within-named 
Charles Lucenti, at the Terminal Restaurant, 2529 North Kedzie, Chicago, II1., 
at 12:20 p. m., on the 21st day of November 1955. 


ALBERT R. IMLE. 

Mr. Correr. Mr. Peters, how long have you been secretary-treasurer 
of this insurance company ? 

Mr. Perers. Since the 22d of November 1954, approximately. 

Mr. Correr. Could you develop what the objectives were in purchas- 
ing this insurance company, and the arrangements that were made 
for Inciso’s participation in the operation of the company ? 

Mr. Perers. I had nothing to do with the actual acquisition of the 
company—about November 1, 1954. That was handled by an attor- 
ney named Harry Tressel, who is an attorney and an actuary. I had 
nothing to do with that. The transaction took place down in Spring- 
field, Tl. 

Mr. Corrrer. Develop what you know after you got into the picture. 

Mr. Prrers. When I got into the picture, the idea Mr. Inciso had 
was that he wanted to be able to pahcspete in the management of 
the company. In view of the fact that 93 percent of the premiums 
of the insurance company came through under the group policy with 
the local union 

Senator Atiorr. Let me interrupt you there. Do you mean then 
that the policy had been transfer red to this company before Mr. 
Lucenti got into it? 
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Mr. Perers. No, no. 

Mr. Correr. It was just more or less a simultaneous thing? 

Mr. Perers. It took place within a matter of a few days. 

Senator Atzorr. It was, then, a preconceived design to transfer 
the account to the American Continental, and for Mr. Lucenti and 
his cohorts to take control at the same time, is that right ? 

Mr. Perers. Now, you are asking me something that occurred about 
22 days prior to the time that I became associated with the company. 

Senator ALiorr. They took place about the same time ? 

Mr. Perrers. Actually, the cancellation of the policy in existence 
with Continental Assurance Co. took place, I believe, on the 31st day 
of October, and the effective date of the new policy was the ist of 
November 1954. 

Mr. Correr. Were you attorney for the local, prior to your asso- 
ciation with the insurance company ? 

Mr. Perers. Let me clarify that. I am one of the attorneys for 
the local and have been since January 1, 1952. I don’t negotiate any 
contracts for them; I don’t represent them before the National Labor 
Relations Board. I do hold title to the real estate owned by the local, 
because an unincorporated association is unable to hold title to real 
estate in Illinois. I hold title as trustee for the benefit of the union. 
I have handled some miscellaneous litigation for the union, and repre- 
sented a business agent occasionally who got into trouble on a strike 
line or a picket line or somthing like that. 

Mr. Correr. Did you ever represent Mr. Inciso personally ¢ 

Mr. Perers. Only in connection with his position as president of 
the union. During this past year, I have had occasion to file 2 suits 
in his behalf—2 libel suits in his behalf. That is only because of his 
activity as president of the union. I have never handled any personal 
work for him. 

Mr. Correr. Is it so that Continental Assurance Co. is suing the 
or for 2 months’ premiums, and do you represent them in that 
case 

Mr. Perers. I did represent them in that case and that litigation 
has been terminated. Continental Assurance Co. filed a suit for the 
recovery of the premium for the month of October 1954, which had 
never been paid. In addition to that, the suit also sought an account- 
ing of funds received by the local for insurance for the month of 
September, for about five different companies. I represented the local 
in that matter. 

Now, we gave to Continental Assurance the accounting they wanted. 
We set up the amount the local owed for insurance for October 1954. 
In addition to that, in my answer I indicated the amount owed for 
3 of the 5 companies, 2 of which were not covered by insurance during 
the month of September 1954. And then I also filed a counterclaim 
in behalf of the union for about $9,000 that was claimed, and that 
Continental Assurance had not refunded on the contract which termi- 
nated in October 1954. The case was settled and we paid to them the 
amount that was owed for the matters that we set up in our answer, 
and the counterclaim was compromised, and they paid us back $4,552. 

Mr. Correr. When did this settlement take place ? 

Mr. Peters. It took place just about the time—I was working on 
it when your investigators—I talked to Mr. Imle about it when he 
was in the office. 
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Mr. Correr. Just a couple of weeks ago ’ 

Mr. Perers. Yes. I settled it about a week after I had talked to 
him. I think one day I talked to him I had an appointment with 
the attorney for Continental Assurance and at that time I think we 
reached an agreement. 

Mr. Correr. We get the picture here that Mr. Inciso dominated this 
insurance company and its operations and its other officers. Is 
that so? 

Mr. Perers. I think he had a great deal to say about the running 
of the insurance company. 

Mr. Correr. Well, was it his idea? 

Mr. Perers. Yes; it was. 

Mr. Correr. Do you know the circumstances under which Mr. 
Lucenti and Mr. Haffa were prevailed upon to put up the money ¢ 

Mr. Perers. No; but I know Mr. Inciso felt it would be better if the 
assets were increased by a contribution to the guaranteed fund capita! 
and I also know, from what I found out Saturday in talking to Mr. 
Haffa at a meeting I had with him at the Sheraton Hotel, that he 
loaned Mr. Lucenti the $50,000 for the purpose of increasing the 
guaranteed fund. 

Mr. Correr. Was it anticipated this company would make money ‘ 

Mr. Perers. Yes; and they have. 

Mr. Corrrer. Did Mr. Inciso have any financial interest in the 

mpany ¢ 

Mr. Perers. He has no financial interest that I know of. 

Mr. Correr. Do you know why Mr. Lucenti and yourself—or these 
others, Mr. Haffa and whoever else was concerned with it—permitted 
Mr. Inciso to operate the company ? 

Mr. Perers. Well, Mr. Haffa never had anything to do with that, 
actually. He was acting as a friend to Mr. Lucenti. Along that 
same line, I might tell you this. Originally the thought was that the 
operation of this company would permit a greater participation in 
the profits by the local union, that the refund that could be made to 
them would be greater than was received from Continental Assurance. 

Now, with Continental Assurance, the first year they made a refund 
of about $13,000; the second year, it was $9,000; the third year it was 
something in the neighborhood of $6,000. 

Mr. Correr. You recovered more than that. 

Mr. Perers. Well, you are counting the 4 percent, too. We have to 
come back to that lawsuit. Continental claimed that they should 
have deducted a 2-percent advance rate credit from the refund made 
in the contract year that ended August 1, 1953. They did not make 
that deduction. After the end of the contract year, August 1, 1954, 
they made this refund of $6,000 and they char ged the 2-percent rate 
credit back on the prior contract year and also for the current year. 
That is where we recovered the #4, 552, on the ground that they hadn’t 
charged it back on the year in which they had made what they called 
a full refund. 

Mr. Correr. As secretary-treasurer of the insurance company. did 
you know that the union was not forwarding on to the company $1 of 
the amount it was receiving on each employee from the various com- 
panies contributing to the union for insurance purposes / 

Mr. Peters. I did not know that until the time I was retained for 
the purpose of defending the local on the suit for this accounting by 
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Continental Assurance Co. because then it became necessary, before 
I could prepare my answer and my counterclaim, for the union to give 
me their records of the checkoffs ‘for the month of October 1954 and 
for the other three companies for September 1954. 

Mr. Correr. But the insurance company was receiving a copy of the 
transmittal sheet that came into the union with these funds, which 
reflected that $1 was being left out on each employee. As secretary- 
treasurer of the insurance company, didn’t that come to your attention ? 

Mr. Prrers. I do not believe so. I have here a record that you 
haven’t asked for. It shows how the remittance is made to the com- 
pany, to the insurance company. 

Mr. Correr. Through examination of your insurance records, staff 
members of this subcommittee determined that this $1 was being taken 
out at the union office. Did you know they had such records? 

Mr. Peters. No, I didn’t. Mrs. Cline would be more familiar with 
that than I. 

Mr. Correr. You are not too active as secretary-treasurer of the 
company ? 

Mr. Perers. I go over there when I am called and when I am needed. 
My general interest is to practice law. 

Mr. Correr. Did Mrs. Cline ever tell you about this situation ? 

Mr. Perers. Not that I recall. 

Mr. Correr. Do you recall there was an amendment made on the 
master policy which changed the amount of premium from $6.15 to 
$5.15? 

Mr. Perers. No. 

Mr. Correr. When did you become conversant with that ? 

Mr. Perers. I didn’t know it was done. 

Mr. Correr. Were you surprised and shocked to learn $1 was taken 
from this amount of money as it was transmitted / 

Mr. Perers. I do not think that is pertinent, whether I was sur- 
prised or shocked. Let us say I was apprised of the fact by getting 
these records. I have nothing to do with the negotiation of contracts. 

Mr. Correr. Weren’t you in a conflict of interest, Mr. Peters, when, 
as counsel for the union and Mr. Inciso, you became aware of this sit 
uation and, as secretary-treasurer of the insurance company, you per- 
haps felt you had some obligation to that company as to what the un- 
derstanding was on their policy and how much money they should be 
receiving ? 

Mr. Prerers. Well, I think they were only entitled to receive—I mean 
by that the insurance company—the amount called for in the contract 
or the insurance policy that was in effect. 

Mr. Corrrer. The policy was conformed to match what they were 
actually getting. 

Mr. Peters. I wouldn’t know when that was done. 

Mr. Correr. You say you do have copies of both contracts here? 

Mr. Peters. Do you mean the contracts for insurance? 

Mr. Correr. The policies. 

Mr. Perers. I have them all here; yes. 

Mr. Correr. Do you know on one it is $6.15 and on the other $5.15? 

Mr. Peters. I do not recall that. 

Mr. Cotter. What were your responsibilities as secretary-treasurer 
of this company ? 





WELFARE AND PENSION PLANS INVESTIGATION 1065 


Mr. Perers. My responsibilities as secretary-treasurer were the re- 
sponsibilities of a secretary-treasurer of any company who relies upon 
the help in the office, the bookkeeper—and I think she is a very fine 
bookkeeper, and that she knew quite a lot about insurance, too. I refer 
to Mrs. Cline. 

Mr. Corrrr. Well, she was fired from the company. Was that with 
your permission ? 

Mr. Perers. She was not exactly fired. There is an executive com- 
mittee. I am only one member of the committee. It is made up of 
three people. Perhaps you might say I am the one who has the look 
voice In the operation of the company and the operation of this com- 
mittee. Asa matter of fact, I didn’t think she should have been fired. 
As a matter of fact, it wasn’t an actual firing. They were going to 
replace her with another bookkeeper and find another position in the 
office. Mrs. Cline said that she did not want to stay under those cir- 
cumstances and that she could not work for Mr. Inciso. As a matter 
of fact, I was instrumental, without any authority, in seeing that she 
was paid an additional 2 weeks’ salary. 

Mr. Correr. Mr. Inciso informed our staff members that she would 
be fired and fired for cooperating with us. 

Mr. Perers. Well, as a matter of fact, he walked in and told her she 
was fired. But when I talked to him about his not going through with 
his purpose of firing her, he said that she could stay in a different 
capacity, and she didn’t choose to do that. 

Mr. Correr. Why would he fire her for cooperating with the statf 
members and carrying out Mr. Lucenti’s and your instructions ? 

Mr. Perers. Well, I don’t know, except again to call your attention 
to the fact that he doese not follow the advice of Mr. Doria and didn’t 
take my advice about appearing here before the subcommittee. He 
evidently has a mind of his own and he is not taking the advice of 
either the international treasurer or the attorney. 

Mr. Correr. How much do you receive as secretary-treasurer of the 
company ¢ 

Mr. Perers. I have made no money. I expect to be paid. 

Mr. Correr. What do you expect to be paid ¢ 

Mr. Perers. Well, I don’t know. That will be up to the board of 
directors. 

Mr. Correr. Are you on the board of directors? 

Mr. Perrers. I am. 

Mr. Correr. Was there any arrangement made as to what your sched- 
ule would be? 

Mr. Perers. No. 

Mr. Correr. You were paid also as attorney for the insurance 
company ? 

Mr. Perers. No; 1am not. Of course you must realize we have not 
finished the first calendar yee of operation. That won’t be until the 
last day of this month. Whatever was left, in relation to the payment 
to me for my services, would depend upon the experience of the com- 
pany during that year. 

Mr. Correr. In other words, if they made a profit, you would get a 
larger salary ? 

Mr. Perers. No, if they did not make any money, I wouldn’t get 


paid. 
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Let me call your attention to this fact. The thought had always 
been in the minds of Mr. Lucenti and Mr. Inciso to have this developed 
into a legal reserve life company. When the assets reached $300,000, 
then they could become known as a legal reserve life and they could 
drop the assessment clause which is present in the existing company. 

There was also one other thing that they wanted to do—and this 
was from the very inception of my participation in the company— 
and that was, they would prefer to have a stock company. Mr. 
Lucenti preferred a stock company because he realizes that he can at 
any time be voted out of control, because of the fact that 95 percent 
of the outstanding policies are held by the union group and they can 
at any annual meeting elect their own board of directors and proceed 
to elect their own officers. 

Mr. Lucenti, because of that situation, was interested in having a 
stock company formed. This goes back to the 12th of July 1955, 
when we first made application for articles of incorporation for the 
stock company and, on the 31st day of October, the director of in- 
surance of the State of Ilinois approved the articles of incorporation. 
Now we have 2 years in which to raise the necessary funds to qualify 
as a stock company. 

In talking to Mr. Titus Haffa, Saturday, at the Sheraton Hotel, he 
told me he was going to see there was made available to the stock 
company the necessary funds to get a certificate of authority to do 
the insurance business. When that is done, it consolidates the stock 
company with the present company. When that is done, the guaran- 
teed fund certificates will be refunded to Mr. Lucenti. The profit 
that has accumulated throughout the 1 year of operation will be dis- 
tributed to the policyholders, which means the largest portion, about 
93 percent, will go to the local union. The local union intends, with 
that refund, to purchase stock in the stock company. 

Mr. Correr. Do you anticipate that Mr. Inciso will continue to 
operate both the union and the insurance company ? 

Mr. Perers. Well, he is the president of the local and the local will 
have shares of stock in the company, so I imagine he will be able to 
control through his executive board the voting of those shares of 
stock. 

Mr. Correr. Does Mr. Lucenti have control of the company now ? 

Mr. Perrers. The control of the company is in the hands of the 
policyholders. Under the bylaws, each policyholder igs entitled to 
1 vote for each $500 of life insurance in force. Now, of course, the 
local union has about 93 percent of the outstanding policies, SO they 
could, through their executive board, have a proxy cast 1 vote for each 
$500 worth of insurance in force. So actually, Mr. Lucenti could be 
voted out at any annual meeting. They have about 4,300 votes, repre- 
senting about $5 million worth of life insurance in force, because 
each participant under the group arrangement has a $1,500 life policy. 

Mr. Correr. As secretary-treasurer of the company and as an at- 
torney, how do you feel about Mr. Inciso’s attitude in refusing to sign 
the applications for the policies? We had testimony about this before 
you arrived, Mr. Peters, from Mrs. Cline, that the applications must be 
completely executed to secure a policy. On the original policy there 
was an application which Mr. Inciso refused to sign, , and there was no 
application with respect to the amended policy 
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Mr. Perers. I don’t know about that. ‘The first I heard about 
Mrs. Cline never mentioned it to me. 

Mr. Correr. Did you feel this meeting of the policyholders 

Mr. Perers. Let me interrupt a moment. Perhaps if 1 had, I would 
have suggested to Mr. Inciso to sign, but he would have used his own 
judgment. You can’t make plans to get them to do what you want 
them to unless they want to follow your advice and recommenda- 
tions. 

Mr. Correr. This meeting of October 8—the annual policyholders 
meeting—did you think it was held in an orderly manner, and prop- 
erly ¢ 

Mr. Perers. Yes, I did. 

Mr. Correr. Wasn’t there a great deal of nepotism prevalent there ¢ 

Mr. Perers. No, I don’t think so. I think there was a very full and 
complete discussion of the entire situation. 

Mr. Corrrer. Do you remember who was there / 

Mr. Perers. I can’t remember them all offhand. We had 15 policy- 
holders present. 

Mr. Correr. Were special policies isued to Inciso’s son and nephews ¢ 

Mr. Perers. I think they had policies for quite a long time. 

Mr. Corrrer. How about police officers ¢ 

Mr. Perers. I think it was just a short time prior to the annual meet 
ing, when I called attention to the fact that we had to have 15 policy- 
holders present at the annual meeting, and we didn’t expect people to 
come up from Springfield, Ill. And if we didn’t hold an annual meet 
ing, the officers would be held over for another year, anyway, which 
would have meant little or no change. 

Mr. Correr. Do you know anything about the disposition of dif- 
ferent dividends paid to the union by the insurance company / 

Mr. Perers. I do know something about it, in connection with the 
information I got on that accounting suit I told you about. I might 
be able to help you on that if you will tell me what you want to know. 

Mr. Correr. We understand Mr. Inciso claimed no dividends were 
ever paid. The records show that they were. 

Mr. Perers. I know they were paid; I have records showing they 
were paid by Continental Assurance Co. I needed those records for 
the purpose of setting up my counterclaim in that lawsuit. The 
amount, as I said, was about $13,000 at the end of the contract year 
in 1952, about $9,000 at the end of the contract year in 1953, and about 
$6,000 in 1954, which was supplemented later by the $4,552 recovery. 
I can tell you also that in connection with the submissions to me in 
connection with that case, Continental Assurance also sent to me a 
certified memorandum showing the deposit of each of the sums of 
money in the union account, except for $4,552. No memorandum on 
that. 

Mr. Correr. Who are the employees of American Continental, in 
addition to Mrs. Cline? 

Mr. Peters. Well, we now have a Margaret Monroe. 

Mr. Correr. At the time Mrs. Cline was there. 

Mr. Perers. Albert Inciso. 

Mr. Correr. What does he do? 

Mr. Perers. He is a part-time worker, working in the afternoon. 
He isa student at Northwestern University. 
62033—56—pt. 3-16 
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Mr. Correr. Do you know how frequently he came into the office? 

Mr. Perers. Five days a week. He may have come down on Satur- 
day. Well, let me say that every time I went over there in the after- 
noon I found him there. 

Mr. Correr. Could we get Mrs. Cline back up here, Mr. Chairman ? 

Senator Doveras. Mrs. Cline, will you come forward, please? You 
have already been sworn so it may be understood that you are sworn. 

Mrs. Cuine. Yes, sir. 

Mr. Correr. Mrs. Cline, you were a full-time employee ¢ 

Mrs. Curing. Yes, sir. 

Mr. Correr. How frequently did Mr. Inciso come to the office ? 

Mrs. Curne. While I was there, he came every Tuesday afternoon 
and every Thursday afternoon, and then, of course, would come in on 
Friday—on Saturday, pardon me—and do the necessary work left 
over from Friday. Several times there wasn’t very much work to do. 

Mr. Corrrr. When was he employed ? 

Mrs. Curve. He started the 7th of October, I believe. 

Mr. Correr. This year? 

Mrs. Cuine. Yes, sir. 

Mr. Perers. I might also say that in connection with getting to- 
gether these records, he brought some of them over to my office from 
American Continental. 

Mr. Correr. I have no further questions. 

Senator Doveras. I will ask Mr. Peters and Mr. Plant to check the 
records and see that the items which we have requested are delivered. 

Senator Atxorr. I have one or two questions I would like to ask. 
It appears that Mr. Inciso is pretty well in charge of local 286 and 
the insurance company known as American Continental ? 

Mr. Perrrrs. Let me say, Senator, I agree with your first statement. 
He is in complete charge of local 286 and he and Mr. Lucenti are in 
charge of the insurance company. 

Senator Doveras. You made the statement that if he decided Mrs. 
Cline was going to go, she’d go; and you made the statement with 
respect to other things that whatever he decided, he was going to do, 
regardless of your right to tell him something, as an attorney. 

Senator Atiotr. You have certain legal rights with regard to the 
insurance company, have you not? 

Mr. Perers. Oh, yes. 

Senator AtLorr. And you are secretary-treasurer / 

Mr. Perrers. Yes; I am. 

Senator Atrorr. You have certain rights in that capacity, do you 
not ? 

Mr. Perers. Yes. 

Senator Attort. You find yourself in a position where, as secretary- 
treasurer, being governed by a man who has no financial interest in 
the company, I would state as a lawyer you stood on very precarious 
ground. 

Mr. Perers. He has 93 percent of the control of the company, and 
whatever he and Mr. Lucenti have done in that regard is beyond my 
knowledge. But I can see where Mr. Lucenti is in a very peculiar 
position. And by the way, I have known them for about 4 years, and I 
think I have their confidence. They have both been apprised of their 
respective positions. : 
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Senator Atiorr. Let me ask this. Do you know of any facts to your 
knowledge which would cause Mr. Lucenti to dig up $25,000 to invest 
in a company which is completely and wholly controlled by Mr. 
Inciso? 

Mr. Perers. $40,000, as a matter of fact, Senator. 

Senator Atiorr. And then $50,000, if this is not a full investment 
by Mr. Hatfa—if it is a loan by Mr. Haffa to Mr. Lucenti—another 
$50,000 in addition to that. Now, what relationship can exist between 
Mr. Inciso and Mr. Lucenti to have Mr. Inciso cause Mr. Lucenti to 
make such an investment where he is wholly at the mercy of another 
man ¢ 

Mr. Perers. I suppose there is a profit motive. I suppose Mr. 
Lucenti expects to make some money. 

Senator Atiorr. Did you advise your client, too? 

Mr. Perers. I would like to answer your question. I suppose there 
is a profit motive, that Mr. Lucenti expects to make some money. I 
believe that Mr. Inciso’s idea was that the participation in the profits 
would be greater under this type of operation than it was with Con- 
tinental Assurance, where the participation was being reduced each 
year. 

Senator Auvorr. Nevertheless, it is a fact that Mr. Lucenti made an 
investment of $40,000 and, according to your testimony, another 
$50,000, because you say that was a loan from Mr. Haffa. 

Mr. Perers. Mr. Haffa told me that on Saturday and said he would 
come here and tell the subcommittee. 

Senator Auvorr. I will take your word for that. According to 
your testimony, it is a loan. So the testimony here is that Mr. 
Lucenti made a loan of $90,000 for investment, if you want to put it 
that way, in a company over which he had no control—none. Is that 
right or wrong? 

“Mr. Perers. That is right. He just had to rely upon getting along 
with a friend of his. 

Senator Attorr. Have they been friends a long time? 

Mr. Perers. I believe that they have. I believe that they have 
known each other since I have known Mr. Lucenti, which would be 
January 1952. I might also tell you about Mr. Haffa’s participation. 
He is ready to make available § $300,000 in order to make it possible for 
the stock company to engage in the i insurance business. 

Senator Auorr. When he makes available the $300,000, Mr. Peters. 
it will not be upon the basis that the money has been made available 
up to now, will it? 

Mr. Perers. No. What he wants would be an assignment to him of 
stock certificates to cover the loan, with no voting rights. We haven’t 
gone into all the details. I talked to him for just a few minutes on 
Saturday morning. 

Senator Attorr. Since Mr. Lucenti put this money in the company, 
the original 5 percent certificates have been retired and made into 
7 percents—do I understand that correctly / 

Mr. Peters. That is right, yes. And there was a dividend paid, 
too, after your men made—not a dividend, I shouldn’t call it that, 
but the interest guaranteed fund certificates, were paid up until the 
date of the annual meeting. That was done, on, I think, the first part 
of November. It amounted to five thousand two hundred-and-some- 


odd dollars. 
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Senator Atrorr. I think that is all. 

Senator Doveras. That is all. 

Mr. Perers. I have the letter from the doctor, too. 

Mr. Correr. Would you submit that for the record’ This is a letter 
covering Mr. Lucenti. 

Senator Doveias. Would you read it, Mr. Peters! 

Mr. Perers. I would, if I could. You know how doctors write 
when they write prescriptions. 

“This certifies that Mr. Charles Lucenti, 7425 Berkshire, River 
Forest, Ill., is under my care, confined to bed at his home with”—it 
looks like “pneumonitis”’—*and will be confined there for the next 
several days.” Signed Nicholas A. Ferri, M. D., Elmwood Park, 
Il. 

I might say that about 6 months ago Mr. Lucenti was very seriously 
ill. He had made a date with me, or talked with me on Friday about 
arranging to appear here, and then called me on Saturday and sounded 
very sic -k and said he was unable to appear. 


(The certificate from Dr. Ferri was marked “Exhibit 80” and is as 
follows:) 


ExurBitr 80 
NicHOLAS A. FERRI, M. D. 
7632 NORTH AVENUE 
Ellinwood Park 35, Il. 


Registry No. 5453 


NOVEMBER 26, 1955. 
To Whom It May Concern: 


This certifies that Mr. Chas. Lucenti, 7425 Berkshire, River Forest, IIL, 
under my care, confined to bed at his home with a pneumonitis and will be no. 
fined there for the next several days. 


N. A. Ferri, M. D. 


Senator Doveias. The Chair would like to point out that it is some- 
what unusual to have so large a percentage of people summoned — 
in these cases develop sickness. In the laundr y workers’ case last yea 
Mr. Wickes, the actuary, from Security Mutual, was unable to sabetaae 
because of illness. The president of the Laundry Workers Inter- 
national Union indicated he was unable to attend for the same reason. 
But we have noticed that these men have since been active in business 
affairs. 

Now, we find Mr. Luéenti is ill. It is very hard to pierce beyond 
these doctor’s certificates, but I don’t think it is improper for the 
chairman to say that the percentage of sickness seems to be very high 
today among people whom we subpena as crucial witnesses. 

Mr. Oddo, will you take the stand, please ¢ 
Mr. Oppo. Salvatore Oddo, 2051 North LeClaire Avenue, Chicago, 
Il. 

Senator Doveras. Mr. Oddo, will you raise your right hand? Do 
you solemnly swear, or affirm, that the testimony you are about to give 


will be the truth, the whole truth, and nothing but the truth, so help 
you God ? 


Mr. Oppo. I do. 
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TESTIMONY OF SALVATORE ODDO, CHICAGO, ILL. 


Senator Doueias. You are an attorney ? 

Mr. Oppo. Yes, sir. 

Senator Doucias. What position do you hold? 

Mr. Oppo. Do you mean other than attorney at law? I do have a 
general practice of law. 

Senator Doveias. Do you havea State appointment ? 

Mr. Oppo. I am an arbitrator for the Industrial Commission of the 
State of Illinois. 

Senator Douetas. What is your salary ? 

Mr. Oppo. I would say $7,000. 

Senator Doueias. Then in addition, you practice law? 

Mr. Oppo. That is correct. 

Mr. Correr. What is your relationship with Angelo Inciso and Local 
286, Mr. Oddo? 

Mr. Oppo. I am one of the attorneys for the local. 

Mr. Correr. You are also a broker on this insurance account with 
American Continental Insurance Co. ? 

Mr. Oppo. That is right. 

Mr. Correr. Were you instrumental in getting that account for 
American Continental Insurance Co. ? 

Mr. Oppo. If you will let me give you a little story, I think I can 
start back in 1950-——— 

Mr. Correr. Were you or were you not / 

Mr. Oppo. If you will let me clarify the question, I think I can 
answer it for you. 

Mr. Correr. Can you answer it “yes” or “no,” fir st f ? 

Mr. Oppo. I cannot answer that question “yes” or “no.” 

Mr. Correr. .Pardon ? 

Mr. Oppo. I will answer the question “yes,” if you will let me clar- 
ify it. 

Mr. Correr. Go ahead. 

Mr. Oppo. Back in 1951 when we started this, I feel like this insur- 
ance program was practically my godchild. I was the one who was 
instrumental in getting it going with the Continental Assurance Co. 
Back when we started, we had two of the : agents of Continental, by the 
name of Bill Hollister and Dean Driscol. 

Senator Dovucias. You are speaking of Continental Assurance? 

Mr. Oppo. Assurance; that is right. 

I was given the duties of setting this program up. I started to 
negotiate with Mr. Hollister and Mr. Driscol, at that time, in study- 
ing this insurance program of health and accident and life. We had 
many meetings together and it was my duty to set the whole program 
up, 1 regarding benefits and everything. 1 can’t tell you how many 
meetings I had with those gentlemen, plus Continental Assurance Co. 
I was down at their office at 310 South Michigan Avenue probably 
20 or 25 times in the course of that year, in the original inception of 
this health and accident program. 

After we had set the procedure up and the rates and all, then we 
had individual meetings with the different companies in membership. 
It was my duty at that time to explain to the individual membershi 
the benefits that would be derived in taking this policy which Contt- 
nental Assurance Co. was backing up for us. A vote was held as to 
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whether or not they would accept it. It was again my duty, then, to 
get together with the committeemen and the stewards and explain to 
them. I was instrumental in getting out the blue booklet which I 
think you have up there now—setting out all the benefits, questions 
and all. It was then issued by Continental Assurance Co., but it is 
now under the American Continental. 

Mr. Correr. Weren’t you paid for any of this, Mr. Oddo? 

Mr. Oppo. No. There was no direct pay given to me for that: 
no, sir. You see, back in 1951, I was with the union, and I was receiv- 
ing then $100 a week salary. 

Mr. Corrrer. At the time you were doing this? 

Mr. Oppo. Yes. 

Mr. Correr. Then, you were being compensated ? 

Mr. Oppo. Well, I had duties other than that. I was also acting 
as attorney, but most’ of my time was being spent on this program; 
setting this program up. 

Mr. Correr. Are you suggesting that the brokerage was given you 
on this American Continental case to reimburse you for past services ‘ 

Mr. Oppo. No, sir; it was not. 

Mr. Corrrr. Well, why are we taking the time to go over that back- 
ground ¢ 

Mr. Oppo. You are asking me what I did. I am trying to show you 
step by step what actually happened. 

Mr. Correr. I asked you if you were instrumental in getting this 
account for American Continental Insurance Co. ? 

Mr. Oppo. Yes, sir; with the background I have explained to you 
already. 

Mr. Correr. How could that be when American Continental Insur- 
ance Co. wasn’t in existence, to your knowledge, at the time of these 
happenings? 

Mr. Oppo. Because I have always felt that these accounts were my 
accounts. I was instrumental in working them up, and I have had 
a general broker’s license with the State of Illinois since 1952. 

Mr. Correr. Are you now saying that you were instrumental, as an 
agent of American Continental Insurance Co., in bringing that busi- 
ness to that company ? 

Mr. Oppo. In the background I have explained to you, yes. 

Mr. Correr. But you weren’t known to American Continental In- 
surance Co. until long after it appeared that the commission was 
going to be given to you. In other words, they were told—was it in 
January or sometime—to pay you retroactively until November. 

Mr. Oppo. No; the executive committee knew of it. The executive 
committee had me appointed as general agent of the company. 

Mr. Correr. Do you want to contradict the testimony received from 
Mrs. Cline here this morning? 

Mr. Opno. No. The executive committee notified me—I hold a gen- 
eral broker’s license in the State of Illinois, and I have held it since 
1952. I have other insurance business that I do. I have a company 
known as Oddo Realty & Insurance Co., and I do business with 
O’Malley & McKay, and I have done business with Hartford Insur- 
ance. I hold a general broker’s license. 

Then, the executive committee had a meeting and notified me to 
become general agent of the American Continental Insurance Co., 
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which form was then filled out and it was filled out by Mrs. Cline. | 
gave her the necessary information and I gave her my general broker’s 
icense number for 1955. I then received the authorization from the 
State of Illinois and it is the card which I have here in my possession, 
now, as agent for the American Continental Insurance Co., 10 South 
La Salle Street. 

Mr. Correr. Where do you live / 

Mr. Oppo. 2051 North LeClaire Avenue, Chicago, Il. 

Mr. Correr. You maintained an establishment at 3150 Lake Shore 
Drive? 

Mr. Oppo. Yes. 3180. 

Mr. Correr. Does that have anything to do with your position as 
insurance broker? What is that establishment used for? 

Mr. Oppo. I pay those funds out of my own account. 

Mr. Corrrer. You don't have any arrangements to use the commis 
sion which you get ? 

Mr. Oppo. The commission which I receive from it-— 

Mr. Correr. On this account. 

Mr. Oppo. The commissions I receive from the insurance com 

any are placed under my general account with the First National 
a § city of Chicago, and the payments that I make out are also 
issued from that same account. As a matter of fact, I have my 
checkbook here, now. 

Mr. Correr. I don’t think I have any more questions. 

Senator Atiorr. Mr. Oddo, as I get the situation, the position you 
take is that you originally represented the union as an attorney, 
that is local 286. Is that right? 

Mr. Oppo. Yes; I did. 

Senator Attorr. And you have for a long period of time; is that 
right? 

her. Oppo. That is correct. 

Senator Atyorr. How long? 

Mr. Oppo. Since—I am not assigned as attorney for the union in 
the sense that you would say I was a corporate attorney for the union. 
I am one of the atforneys who is available and I handle different 
procedures for them. 

Senator Attorr. Do they have several attorneys? 

Mr. Oppo. The only two that I know of are myself and Mr. Peters, 
who handles certain other items. 

Senator Attorr. How long have you been connected with them in a 
legal capacity ? 

Mr. Oppo. Either the latter part of 1950 or the first part of 1951. 

Senator Aviorr. And you originally had a lot to do with the pro 
motion of these insurance contracts; is that right ? 

Mr. Oppo. That is right. 

Senator Atiorr. And because you did, you felt that you were en- 
titled to a continuance of the commission on these contracts, even 
though they were changed from one company to another; is that 
right ? 

Mr. Oppo. I would so feel; yes. 

Senator Auxorr. If that is true, why was there no action taken until 
roughly 3 months after the changeover from Continental Assurance to 
American Continental to see that your commissions were paid? 
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Mr. Oppo. Because up until—from 1951 to 1955—the beginning of 
1955, there was a lot of work I had done for the union and I had never 
asked for reimbursement. 

Senator Atiorr. Well, it is a fact that you feel in a sense that this 
is partially reimbursement for work you have done for the union? 

Mr. Oppo. No; I wouldn’t say that. 

Senator ALtorr. Could you honestly say it, Mr. Oddo? 

Mr. Oppo. I could honestly say that I feel justified in accepting the 
commission at this time, if that is what you want me to answer; yes. 

Senator Au.orr. I think I understand what you are thinking, but 

can you say that you earned these commissions in servicing and ob- 
taining this particular policy for the American Continental? Now 
that is the question. 

Mr. Oppo. Yes. 

Senator Attorr. Where did you do it, and what did you do? 

Mr. Oppo. From the period of 1951 up until the present time. 

Senator ALuorr. You had never worked for American Continental ? 

Mr. Oppo. But once these policies had been established and it was 
just a matter of transferring them over, I feel my work goes along 
with those policies. 

Senator Atiorr. You have heard this testimony today about pol- 
icles being transferred from Travelers to Massachusetts Mutual and 
from Massachusetts Mutual to Travelers, and back and forth. When 
those are transferred from one company to another, the broker doesn’t 
keep on with his commission—it goes to the broker of the other com- 
pany, doesn’t it? 

Mr. Oppo. Generally; yes. 

Senator Atxorr. I see why you feel you are entitled to it, but I 
don’t think you have established, to the satisfaction of this committee 
at least, that you have anything to do with the brokerage fee in 
American ae 

Mr. Oppo. I don’t follow your logic either. 

Senator Arzorr. Isn’t it a fact that the polici ies American Conti- 
nental has, for example, are copied verbatim, and are the same policies 
that Continental Assurance had, except that they are reprinted with 
American Continental’s name? 

Mr. Oppo. All the more reason I would feel justified in my answer. 
You answered it for me. It is my work that is still there. That is 
exactly what I told you. My work still follows. There was nothing 
changed. 

Senator Atnorr. You are justifying your commissions 

Mr. Oppo. No; you are justifying it for me. 

Senator Atiorr (continuing). On what you did back in 1950 or 
1951? 

Mr. Oppo. And 1952 and 1953. 

Senator Atxorr. But not what you did in 1955? 

Mr. Oppo. There was nothing done in 1955. 

Senator Axtvorr. Or in 1954? 

Mr. Oppo. There was nothing done in 1954, as you say. The 
changeover was just an automatic changeover. There was nothing 
changed. The policies are still the same. 

Mr. Correr. You weren’t broker for Continental Assurance? 

Mr. Oppo. No, sir. 

Mr. Correr. You were being paid by the union for doing your job? 
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Mr. Oppo. Not for the insurance; no. 

Mr. Correr. You were being paid by the unjon, period. 

Mr. Oppo. I was only paid by the union from 1951 until—when was 
the election over? When the Governor got in—February 1952. I 
was then appointed arbitrator for the industrial commission. I no 
longer received any compensation from the union. 

Senator Atutorr. You feel, Mr. Oddo—of course I imagine I can 
anticipate the answer—that you are a practicing attorney and I have 
no reason to feel other than you are an honorable one, but do you 
feel 

Mr. Oppo. If there are any doubts, Senator, I can give you any list 
of attorneys. You can follow my qualifications with the industrial 
commission and I will give you the recommendation of the Governor 
of the State of Illinois. 

Senator Anxorr. I have given you the benefit of the doubt. 

Mr. Oppo. I hope there is no doubt at all, Senator. I do not want 
the benefit of the doubt, I do not want any doubt. 

Senator Atxorr. Do you think it is good practic e, and do you think 
it is legitimate practice for an attorney to be receiving money in the 
capacity of an attorney and then be using that same c apacity to 

romote on the other hand commissions in an insurance firm or in a 

rokerage firm. 

Mr. Oppo. I do not follow the question. 

Senator Atxorr. That is what has been done in this case. 

Mr. Oppo. Would the attorney figure as an insurance broker as 
well as an attorney at law? 

Senator Atiorr. In the same case. 

Mr. Oppo. That happens in many cases. We have attorneys who 
close real-estate deals. They then try to get the insurance. That 
is an automatic deal. 

Senator Auuorr. That may be in Chicago, but I will tell you, sir, 
that practice does not pervade the rest of the United States. 

Mr. Oppo. I think many times the attorneys will protect the people. 
I hope they have the practice in Ilinois some day of forcing people to 

take out insurance for cars instead of letting them get away with the 

damage they do and not having personal damage insurance and then 
telling people they are insured. I hope the Senator will notify the 
Illinois people to get on the ball about that. People are told they are 
fully covered and they are not. They are only covered insofar as the 
so-called legitimate houses are giving insurance to protect their houses 
or property. When they injure somebody they find they have no 
personal injury. If there was an attorney on that deal like myself, 
they would have it. 

Senator Attorr. That is a problem for the State of Illinois, Mr. 
Oddo. I presume they have a competent legislature, too. 

Mr. Oppo. Oh, that they have, very. 

Senator Attorr. That is all. 

Mr. Correr. I have nothing further. 

Senator Doveras. The 2- -percent commissions on the group insur 
ance premiums for local 286 amount to how much a year? Something 
over $5,000 a year? 

Mr. Oppo. I baven’t figured out the total. I have the amounts here 
if you want them. I can give you the whole total. I would say they 
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average around $400 to $450 a month. I have copies of them here. It 
is about $5,000. 

Senator Doveias. In addition to the $7,000 a year from the State of 
Ilinois, as industrial arbitrator? 

Mr. Oppo. Which has nothing whatsoever to do with this. 

Senator Dove as. Then you have a private practice? 

Mr. Oppo. Yes. 

Senator Dovetas. Are you attorney for local 286? 

Mr. Oppo. As I tried to explain to the Senator before, I am not 
what you would call the attorney, as you would refer to a corporate 
attorney. I am an attorney on call at any time that T am needed. 

Senator Doveias. Do you have a retainer from the union? 

Mr. Oppo. I do not receive a retainer. 

Senator Doveias. You are paid for services rendered ? 

Mr. Oppo. Yes, and I might say that I have not been paid too many 
times. I have done most of it for free. 

Senator Dovetas. Did Mr. Inciso consult you with regard to the 
subpena served on him? 

Mr. Oppo. Yes; he did and I would like to tell you what happened 
on that. 

Senator Dovenas. Are you representing him here? 

Mr. Oppo. No; 1 am not representing him but he called me on that 
and asked me about it and told me, “You realize I have two police 
officers assigned to me by the city of Chicago?” I said, “Yes.” He 

said, “Call the committee in W: ashington and ask whether or not they 
would be willing to provide me the same protection to come here.” 

I called the committee, and : believe I spoke to Mr. Imle, and Mr. 
Plant was on the same line. T asked if there was any way in which 
they could have these two officers accompany him, and they said they 
did not know of any way, that they had no control over it. 

Senator Dovetas. Do I understand now that Mr. Inciso through 
you is saying that the reason he does not appear is that we do not 
provide him with police protection ? 

Mr. Oppo. I am not saying that. 

Senator Doveas. Would it be satisfactory if we asked a United 
States marshal to act as a guard when he comes here? 

Mr. Oppo. T made that request to the committee, myself. 

Senator Doverias. A United States marshal? 

Mr. Oppo. Yes; I did. If you will refer to Mr. Imle or Mr. Plant 
they will tell you that is the conversation that took place and I even 
told them we would be willing to foot the expense of the police officers 
ourselves here in Washington. 

Senator Dovenas. This is really an extraordinary request. 

Mr. Oppo. I know it is. 

Senator Dovenas. A man insists on having a police guard furnished 
him by the United States Government and expenses of travel met by 
the Government. 

Mr. Oppo. We were willing to pay these expenses. 

Senator Dovetas. If a witness claims a right to make this a condi- 
tion for appearing, where do we start? This is the most extraordin- 
ary thing I have ever heard of. 

Mr. Correr. Is that the reason why he didn’t send in the records? 





WELFARE AND PENSION PLANS INVESTIGATION 1077 


Mr. Oppo. I don’t know why he didn’t send in the records. The 
only connection I had with the subpena was, he asked that question, 
and I said I would call the committee and find out. 

Senator Atxorr. Reference has been made to this man who has two 
guards furnished him. What has this man done that he needs two 
guards? That is what I would like to know. 

Mr. Oppo. I don’t know what he has done. There have been two 
guards assigned to him by Captain Barnes of the labor detail, and 
I think if you contact Captain Barnes he will be happy to furnish you 
with a complete record of why he has assigned them. I don’t know. 
‘The commissioner’s oflice of the city of Chicago assigned them. 

Senator Attorr. Sometimes you wonder whether this is still Amer 
ica. 

Senator Dovatas. Do you turn over any part of these commissions 
to anyone else, Mr. Oddo? 

Mr. Oppo. No, sir. 

Senator Douaeias. You keep them yourself ? 

Mr. Oppo. Yes; I deposit the check in the First National Bank, 
the city of Chicago, to my own account. 

Mr. Correr. Do you have any arrangement with Mr. Inciso with 
regard to the commissions ¢ 

Mr. Oppo. With regard to the commissions / 

Mr. Correr. Yes. 

Mr. Oppo. No. 

Mr. Correr. Do you have any arrangement with Mr. Inciso with 
respect. to the establishment that you keep on Lake Shore Drive? 

Mr. Oppo. No. I don’t know what you are getting at. 

Mr. Corrrr. Several of these checks were cashed at a currency ex- 
change. 

Mr. Oppo. Do you mean these checks I have received from the in 
surance company ¢ 

Mr. Correr. Yes. 

Mr. Oppo. No. 

Mr. Corrrer. Angelo Inciso has an endorsement on one of them. 

Mr. Oppo. He may have had an endorsement on 1 or 2 of them 
when I have asked him to cash the check for me, but I think you will 
find 5 or 6 of the checks have been deposited directly into my account. 
] think one time I got a check and I was going away to Springfield 
and I wanted some money and I didn’t get a chance to go to the bank 
and I asked him to endorse it so I could get it cashed because I don’t 
have any checking account in the bank or in the district where the 
union office is located. 

Senator Doveias. Thank you, Mr. Oddo. 

Mrs. Hall and Mrs. Cline are dismissed from subpena. Mr. Doria 
will remain under subpena in Washington, pending the conclusion 
of his case and the decision of the subcommittee. 

Mr. Oppo. Am I dismissed also? 

Senator Doucuas. Yes. 

Mr. Nissen. We couldn’t hear you back here. 

Senator Dove.as. I said Mrs. Hall and Mrs. Cline are excused 
from subpena. Mr. Doria and Mr. Inciso will be held under subpena 
until certain points are considered and certain evidence is produced. 

Mr. Nissen. I believe the subcommittee is being unreasonable with 
Mr. Doria. You have heard testimony all day long and should be 
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in a position to draw some conclusion as to Mr. Doria’s position in 
this whole matter. I would like to state to the subcommittee that 
Mr. Cotter, the attorney for the subcommittee, was contacted by my 
Jaw partner on Friday and he was asked by my law partner to give 
us some additional time so that Mr. Doria could appear at the end of 
the week. Mr. Cotter pointed out that you had a tight schedule and 
it would be impossible to do that. However, we are in a position 
where not only are the subpenas which were served on Mr. Doria, fs 
Mr. Cotter knows, improper subpenas, unenforceable by your subcom- 
mittee—and I think if you will check it you will find that is so— 
but we are not standing on that. 

Senator Doveras. If you are not standing on it, why bring it up? 

Mr. Nissen. Because we came here to cooperate. Now we can’t 
make heads or tails of that subpena as far as the actual records you 
want, or the records which are under his custody and control, are 
concerned. We have opened the books of the international union. 
We have gone further than any international union has ever gone 
before this or any other committee. We say to you, you can come 
into our union and photostat any document. We don’t care what it is. 

Senator Dovueias. We want produced as evidence, at the very least, 
those triplicates of receipts and expenditures. 

Mr. Nissen. But, Senator, you evidently don’t understand what 
this entails. As I understand it—and Mr. Doria, if I am stating this 
wrongly, I wish you would speak up—the documents that Mr. Cotter 
wants are documents which came into the international union every 
month, and which cover separate employers in the Chicago area, and 
I think that in round numbers there is a total of 40 employers or there- 
abouts, and every single month this volume—— 

Senator Doveias. That would only be, at the most, 480 for a year. 
I think more precisely it would be 360 for a year, and while our re- 
sources are limited we are ready to take on the burden of analyzing 
them. 


Mr. Nissen. But the question is, from the number of documents 
involved 

Senator Doveias. We are willing to take that responsibility. 

Mr. Nissen. But we are under the burden to produce, and the result 
is that this can’t be carried in a handbag. As I understand it, it is a 
cartage problem. It would have to be shipped in a number of cartons, 
and I don’t know if that would cover it. 

Senator Doveras. 480 flimsies will not weigh more than 10 pounds. 

Mr. Nissen. What do you want by way of flimsies? 

Senator Atxorr. I would like to say a word. I have listened to this 
hearing today, and I have never felt so totally affected with complete 
lack of faith in people in my life as I have with the people who Sine 
been connected with this. 

Now, your client sat here this morning and told us that he had no 
records, that he had almost none, and that all the records were in the 
office in Chicago, and that the only thing he had were these three little 
things: the copies of the receipts, the copies of disbursements, and the 
copies of the forms 990 he filed and the copies of the financial reports 
he has sent to the Labor Department and to the union. 

Now, if he is telling us the truth, there is no gr eat se there. And 
I don’t think he has shown good faith, and, as : far as I am concerned, 
I will vote to cite him to the main committee, the Lekor Committee, 
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for contempt. I don’t like the idea of his coming down here and tak- 

ing the time of a Senate subcommittee with the cheap excuse and the 
brazen excuse and the flippant excuse that “I don’t have these records” 

that were read off by the committee here. Then he turns around and 
tells me that he has these records. Now, he does have these. They are 
memorandums. He does have records in his possession pertaining to 
local No. 286, and if he is here in good faith then let him produce them. 

Senator Doveras. The Chair would like to make this further com- 
ment. The argument this morning was that Mr. Doria had no records 
to produce. The argument which you just made a few minutes ago was 
that the records were too voluminous; that they couldn’t be trans- 
ported. There is a discrepancy between the two statements. 

Mr. Nissen. If this committee will have the testimony read back 
I think you will find that his testimony was interrupted repeatedly, 
and his knowledge of the subject was not exhausted. Whatever you 
asked him he answered you. 

Now, one of the things I found in talking to Mr. Doria, was the 
number of plants involved, and the international union’s records in 
connection with the plants, which are individually documented, and 
they cover collective bargaining contracts and all types of data in 
which the international union would be concerned. The result is that 
there is a voluminous amount of documents to go over, and attempt 
to gather together and bring before this committee. 

Now, this was one of the reasons why this morning I asked the com- 
mittee—because I felt that you were in the best position of all to 
decide what material was pertinent to whatever your inquiry is 
to determine why we couldn’t work it out for you to send an investi- 
gator out to the coast and he can check anything he wants to check. I 
think Mr. Cotter will agree that he has never sent an investigator down 
to Mr. Doria. And if it was his understanding that Mr. Doria had 
the records of the local union, certainly, the least that we could have 
expected was that we would have had an investigator down there. 

Now, you may not be confused but we are and I know I personally 
am confused. I wouldn’t venture to guess exactly what documents 
you actually want. 

Mr. Corrrr. Would it help if we got Mrs. Hall up here and she 
again recited what records she sent out there to your client / 

Mr. Nissen. If those are the records you want, certainly it would 
help. 

Mr. Dorta. Would you just let me give you in detail what I have 
from the standpoint of records and complete it before you, and then 
let me tell you what it would require in order to produce them here ? 

There is ‘only one argument that I have before this committee, and 
that is this, that you are going back to approximately 1951. Sporadi- 

cally since that time I have been on and off. The type of records which 
I will have to produce are either in dead files, or the only records avail- 
able are this calendar year’s records in duplicate carbons. 

Mr. Correr. But you didn’t bring any of them ? 

Mr. Dorta. That is right, but I can’t bring those records in 1 week’s 
time. I can’t go back into my dead files because here is what hi ap- 
pened: I have been trying to bring this record to you if you will listen 
to it. 

Here is what happened to our international union. We had our 
headquarters in Milwaukee. We moved our headquarters approxi- 









1080 WELFARE AND PENSION PLANS INVESTIGATION 


mately a year ago. All these records that were in dead storage were 
bundled and stored. Our personnel has changed greatly in the inter- 
national office. As a matter of fact, there is only one person left who 
used to be with us. We have not one single person ke can identify 
these records. These records must be dug out of these dead files by 
me. There is no one else there who can identify them. If I were 
to Start to do that, the best I could have done was to come here with an 
incomplete record and only a part.of the things you request from the 
standpoint of these back records, with breaks in between that would 
represent the periods of time that I did not serve as an officer of this 
union. For that reason I asked my attorneys—and when I could not 
get the attorneys in California, I even went so far as to call our at- 
torneys in Milwaukee, working under Padway—to call this committee, 
to bring this to their attention, and that I was prepared to bring the 
records if I was only given enough time to dig out these records, which 
only I can dig out. 

Now, I can stay here for 10 years, if you want me to, and probably 
under the orders of the commiitee, I have no choice, but those records 
cannot be procured until I get back. 

Now, the other extenuating circumstance is that I am a delegate 
to the merger convention in New York City which starts the day after 
tomorrow. 

Mr. Correr. I might say that that is the only excuse that I was 
given as to your wanting not to come. 

Mr. Dorta. I just wanted more time. That is all I wanted. If 1 
have the time, there is no record which we have that I will keep away 
from this committee. I have no desire whatsoever to withhold any- 
thing. The testimony I heard here this morning indicates to me 
quite clearly that either there is a gross misunderstanding of what is 
going on, or else the things going on in the local union are not in 
accord with our understanding of it, and I have been conducting a 
little investigation of my own all day. 

Senator Doveras. I am now going to order you to bring in at the 
earliest possible moment the records which we have subpenaed. 

Mr. Dorta. That means I have to get back to Los Angeles and I 
have to come back here again? That is the only possible way that 
I can do it. 

Senator Doveras. Well, you may consult with our staff as to any 
methods for working it out. 

Mr. Dorta. Anything reasonable we will do. 

Senator Doveras. In the meantime you are under subpena. 

Mr. Nissen. I am sorry I can’t hear you. 

Senator Doveias. You may furnish the documents, but in the mean- 
time you remain under subpena.: 

We will meet tomorrow at 10 o'clock and deal with the General 
Motors health and pension plan. 

(Whereupon, at 5:30 p. m., the committee adjourned to reconvene 
at. 10 a.m., Tuesday, November 29, 1955.) 


1 For further testimony on this subject, see pp. 954-1015, supra: pp. 1498-1539, 1547- 
1599, infra. 
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TUESDAY, NOVEMBER 29, 1955 


UNITED STATES SENATE, 
COMMITTEE ON LABOR AND PusBLic WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDs, 

Washington, D.. 

The subcommittee met, pursuant to recess, at 10 a. m. in room P-63, 
United States Capitol, Senator Paul H. Douglas (chairman) pre 
siding. 

Present: Senators Douglas, Neely, Ives, and Allott. 

Also present: Paul J. Cotter, chief counsel and staff director; Louis 
S. Reed, research director; and Francis Plant, chief investigator. 

Senator Dove.as. The hour of 10 o’clock having arrived, we will 
proceed. Before proceeding with the witness I have a preliminary 
statement which I would like to make. 

We have called General Motors Corp. to participate in our hearings 
today for several reasons. First, its pension and group insurance 
programs are certainly among the largest in the country, covering 
over 400,000 employees. The pension fund is noncontributory, the 
cost being borne by the corporation alone. The group insurance and 
health programs are contributory, being borne both e the corpora- 
tion and the employees. 

Any program of such enormous scope, whether contributory 01 
noncontributory, involving, as it does, hundreds of thousands of 
workers and hundreds of millions of dollars, is vested with a certain 
public interest. General Motors’ programs present clearly a point 
at which a decision must be made, not only by the subcommittee, but 
by the Congress and by the public, as to the manner of disclosure of 
the management of funds in the interests of employees themselves 
and the general public. It has been argued that in the case of non 
contributory pensions, where the costs are borne by the corporation, 
money accumulated in the pension fund represents funds earned by 
employees’ labors that wad otherwise be available under collective 
bargaining for wage increases. If this is the case, then it would seem 
the employees whose funds are involved have a right as a matter of 
equity to know how much there is in the pension fund and how it is 
being managed and invested. 

If it is a contributory program—namely, one to which the employ- 
ees contribute, which is the case in the group insurance and health 
programs of General Motors—the right of the employees to know 
that their contributions are well managed, prudently invested and are 
adequate to the needs would seem to be patent. For this reason, we 
have asked General Motors Corp. to come here prepared to discuss 
their insurance and pension programs in detail. 
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I should like to point out that yesterday Mr. John L. Lewis and 
Miss Josephine Roche of the United Mine Workers Welfare Fund 
testified that some 30,000 copies of the annual report of the welfare 
and retirement fund of that union were widely distributed, even to 
libraries and schools. 

It is my hope that you gentlemen of General Motors are prepared 
today to make a public disclosure of the details of your pension funds 
and investments and the various costs, charges, and procedures inci- 
dent to your insurance program. 

The first witness for today is Mr. Harry W. Anderson, vice presi- 
dent in charge of personnel, General Motors. 

Mr. Anderson, would you give your name and address and then we 
will swear you as a witness. 

Mr. Bensamin. Mr. Chairman, members of the committee, my name 
is Harry S. Benjamin, Jr. 

Senator Dovetas. You are Mr. Benjamin ? 

Mr. Bensamin. Yes, I am. I am a member of the legal staff of 
the corporation, and at your request we are here today to try to give 
you some information with respect to the area you have just covered in 
your opening statement. 

Mr. Harry W. Anderson, vice president in charge of our personnel 
staff, has a statement which he would like to make to the committee 
and I believe it will offer considerable background against which the 
committee may pose such questions as it may have. Mr. Anderson 
would like to make his statement at this time. 

Senator Doveias. Mr. Anderson, would you give your name and 
address, please. 

Mr. Anperson. The name is Harry W. Anderson. My office is in 
Detroit, General Motors Building. I reside at 5460 Gedds Road, Ann 
Arbor. 

Senator Doveras. Do you solemnly swear, or affirm, that the testi- 
mony you are about to give is the truth, the whole truth, and noth- 
ing but the truth, so help you God ? 

Mr. Anperson. I do. 


TESTIMONY OF H. W. ANDERSON, VICE PRESIDENT IN CHARGE 
OF THE PERSONNEL STAFF OF GENERAL MOTORS CORP., ACCOM- 
PANIED BY JAMES GILLEN, DIRECTOR OF PERSONNEL RESEARCH 

SECTION; JOHN SULLIVAN, OF THE FINANCIAL STAFF, HEAD 

OF THE TAX SECTION; AND K. DOUGLAS MANN, MEMBER OF THE 

LEGAL STAFF 


Mr. Anverson. Mr. Chairman and members of the subcommittee, 
my name is H. W. Anderson. I am the vice president of General 
Motors Corp. in charge of the personnel staff. 1 have been employed 
by General Motors Corp. since 1919, and I have held my present po- 
sition since 1942. I appear before you today at the invitation of 
the chief counsel of your subcommittee for the purpose of offer- 
ing some information and observations which, I trust, will be helpful 
in carrying out one of the objectives of the subcommittee, namely, 
to trace the development and present status of employee benefit plans, 
including insurance plans subject to collective bargaining. 
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In giving my testimony, I will be speaking primarily from a per- 
cmnal standpoint. During the course of my statement certain ques- 
tions may occur to you which you might like to ask me. To the extent 
that these fall in the personnel area with which I am familiar, I will 
try to answer them. In the event that they fall in some other area, 
some of my associates who are with me may be better able to answer 
your questions more fully. 

Mr. Correr. Excuse me for interrupting you, but since you men- 
tioned your associates, I wonder if you would identify them and 
their positions with the corporation. 

Mr. Bensamin. On my right is Mr. James Gillen, director of the 
personnel research section of the personne! staff. 

Mr. Correr. Is he the one who is principally in charge of your 
health, insurance, and pension programs ¢ 

Mr. Bensamin. That is correct; from a personnel standpoint. And 
Mr. John Sullivan, of our financial staff, head of the tax section. 
And then we have others with us who are not at the table at the 
present time, upon whom we may call later in connection with your 
questions and will be glad to identify them at that time. 

Senator Dove.as. Is Mr. K. D. Mann with you? 

Mr. Bensamin. Mr. Mann is here. He is a member of the legal 
staff. 

Mr. Anperson. I think it might be helpful to you at this point if I 
outline for you some of our thinking concerning the group insurance 
which we have made available to our employees for a number of years 
and then trace the history, development, and clianges in our group 
insurance plan for our hourly rate employees and describe briefly for 
you the way in which these plans have been, and are now being, admin- 
istered for them. 

We have long recognized that GM employees and General Motors 
both stand to gain when they take advantage of the employment re- 
lationship to secure group insurance and other types of group plans 
which will help our employees to meet the individual hazards of life. 
We also recognize that no group insurance plan can provide for all 
the insurance needs of each employee. Each employee has different 
needs and requirements, and must supplement his basic benefits on 
the basis of his own individual responsibilities. Group insurance 
provides a basic layer of protection uniformly available to all em- 
ployees in various broad groupings. 

An outstanding characteristic of General Motors plans is that they 
have been especially designed by us to meet the particular needs of 
our employees. The various plans and their features have been inte- 
grated to produce a well-rounded, well-balanced program. The cost 
of these aa to GM employees has always been low, not only as a 
result of the economies made possible by the group arrangement but 
also because General Motors pays a substantial share of the cost. In 
addition, GM pays all administrative expenses. 

First, I would like to give a brief historical review covering the 
evolutionary development of the GM insurance plans over the years. 

In the latter part of 1924, the corporation initiated a comprehensive 
study of group insurance which was completed by the middle of 1926. 
On December 1, 1926, the first General Motors group life insurance 
plan went into effect. It provided $1,000 of group life insurance. 
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The plan was offered to all General Motors employees. Over 98 per- 
cent enrolled. 

The Metropolitan Life Insurance Co. was selected over four other 
large competing companies as being the best qualified to insure the 
corporation’s employees under the pi: in, because of its size, personnel, 
experience in the group-insurance field, and because it had conven- 
iently located offices throughout the United States to service the GM 
insurance plan. Metropolitan has continued from 1926 to date as the 
group insurance carrier for substantially all of GM’s hourly rate 
employees. 

In 1928 the group insurance plan was broadened by adding sickness 
and accident benefits and by increasing the amount of life insurance 
for hourly rate employees to $2,000. The sickness and accident bene- 
fits were payable for up to 13 weeks commencing the eighth day of 
disability. The benefit at that time represented about 50 percent of 
pay for the average hourly rate employee. Benefits were payable only 
in case of nonoccupat ional disabilities. 

During the 1930’s the group insurance schedules were adjusted sev- 
eral times to keep pace with the changing conditions brought about 
by the depression. 

On July 1, 1939, General Motors group insurance plan was again 
broadened by adding hospital and surgical expense benefits for all 
hourly rate employees. 

Effective December 1, 1941, as a result of the widespread develop- 
ment of Blue Cross hospitalization plans and Blue Shield surgical 
benefit plans across the country and to satisfy a general employee 
desire and to meet the request of the UAW-CIO which represented a 
substantial majority of our hourly rate employees, Blue Cross and 
Blue Shield coverages were made available to GM employees through 
payroll deductions ‘but without cor poration contributions. Hospital 
expense benefits were continued under the GM group insurance plan 
for hourly rate employees in any area where a local Blue Cross plan 
was not available. Surgical expense benefits under the group insur- 
ance plan were continued on an optional basis. 

In 1947 a comprehensive group insurance study was initiated which 
led to substantial improvements in the plan. First, benefits were 
brought into a better relationship with employee earnings levels then 
current. For hourly rate employ ees this meant not only increasing 
the general level of benefits, but in addition the flat amounts of life 
insurance and of weekly sickness and accident benefits then in effect 
were replaced with scheduled amounts of insurance which increased 
with and were related more closely to the employee’s earnings. 

Our 1947 study disclosed that there was a need for some form of 
group life insurance which our employees could retain after leaving 
the corporation’s employ at an advanced age. 

Accordingly, the General Motors insurance program as revised in 
1948 provided for the first time for continuation of reduced amounts 
of life insurance after age 65 without further employee contributions 
even after termination of employment. 

Another important improvement which was included in the 1948 
plan was a provision for the payout of the face amount of group life 
insurance in 50 equal monthly installments to employees who were 
totally and permanently disabled and had at least 15 years of service. 
The waiting period prior to commencement of such benefits was 6 
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months, being the maximum period for which sickness and accident 
benefits were payable. 

As a result of our experience with nonoccupational disability bene 
fits and the need for tying in these benefits with workmen’s compensa- 
tion benefits, in 1948 we broadened the sickness and accident coverage 
to include occupational disabilities. Such benefits were reduced by 
any workmen’s compensation benefits the individual received for time 
lost from work. 

Senator Doueias. Mr. Anderson, may I interrupt at this point‘ 

Mr. ANDERSON. Yes, sir. 

Senator Dovueuas. Prior to 1950 when you had what might be 
termed a unilateral plan, who made the contributions ¢ 

Mr. Anperson. The employees made the contribution, and the 
corporation. 

Senator Douetas. In what proportion was your contribution ¢ 

Mr. Anperson. I think I would have to ask Mr. Sullivan of the 
financial staff, Mr. Chairman. 

Mr. Suutivan. I don’t have it. 

Mr. Anprrson. May we supply that to you? We will get it before 
we leave here. 

Senator Douactas. Very well. 

Mr. Anverson. The next important revision of the General Motors 
insurance plan was in 1950. For the first time, a revision in our 
insurance plan was made the subject of collective bargaining with 
various labor organizations. The 1950 agreements spell out the level 
of benefits to be provided under these group insurance plans and the 
employee’s contribution toward the cost of the plans and leave the 
remainder of the cost to General Motors. 

This approach is consistent with the approach taken in the develop- 
ment of General Motors insurance plans down through the years 
whether or not these plans have been subject to collective bargaining. 

We have always believed it to be more in keeping with the objectives 
of such insurance plans to decide what benefits should be provided 
and then work out an appropriate division of the anticipated cost 
between General Motors and the employees rather than to determine 
cost first and then decide how much benefits might be provided by 
such cost. 

Senator Doveias. Mr. Anderson, may I ask you another question ? 

Mr. AnpeErson. Yes, sir. 

Senator Dovenas. Since you have had a collectice bargaining plan, 
what proportion of the costs of the health and welfare plans have been 
met by the employees? 

Mr. Sutiivan. We supplied that information and in the year 
1954——— 

Mr. Correr. Let me make a point there, Mr. Sullivan. We only had 


time to get the copy to our subcommittee members this morning, so 
just take it from scratch. 


Mr. Sutiivan. This was our original submission. 
Mr. Bensamin. That was our October 27 submission. 


Mr. Correr. That wasn’t the question. Will you read the question, 
please. 


(The question was read by the reporter. ) 
Mr. Sutxivan. Fifty percent of the 1954 cost-—— 
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Mr. Correr. You submitted 1953 and 1954, or just 1954 on a percent- 
age of cost. I think the question was “since collective bargaining.” 

Mr. Sutirivan. It has varied from year to year. 

Mr. Bensamin. Perhaps you refer to the submission we made last 
week, if I understand your question correctly. If you will turn to 
page 1 of that submission, 1 (A) and 1 (B) that may be the answer 
to your question, if I understand you correctly. 

Senator Doveias. You have both the insurance and the health-serv- 
ice plan included. As I understand it, by “insurance plan” you mean 
all the costs? 

Mr. Bensamin. Mr. Chairman, may I respectfully suggest that the 
first three pages of the submission we made to the subcommittee last 
week, break down the figures, I believe, which you are asking for. 

The first page is headed “The net cost of insurance and health- 
service plan coverage for the years 1948 through 1953,” and you pre- 
viously had the 1954 figures. The first page is related to group insur- 
ance exclusive of the Blue Cross and Blue Shield, and then the second 
page covers the exclusions as mentioned, and then the third page covers 
the total insurance and health-plan coverage, indicating the net cost. 

Senator Douetas. You have a table here “Net cost of insurance and 
health-service plan coverage for the years 1948 through 1953 and 
division of cost between corporation and employees,” and then “Blue 
Cross, Blue Shield, and similar health plans.” This refers to your 
health and welfare plan as distinguished from your insurance plan, 
is that correct ? 

Mr. Bensamin. No. The first page covers group insurance alone, to 
which I understand your question was directed. Now, there are also 
Blue Cross and Blue Shield coverages available to employees and the 
percentages with respect to the costs are shown there, on page 2. 

Senator Dovetas. These may be called the health and welfare sec- 
tion of the plan, as distinguished from group life insurance ? 

Mr. Bensamin. I have no difficulty with the characterization if you 
limit it to what we call Blue Cross and Blue Shield plans, because that 
is what the figures relate to. 

Senator Doveias. Do I understand that the testimony is for the 
last 4 months of 1950, 58.51 percent; 1951, 58.36 percent; for the year 
1952, 59.71 percent of the cost; for the year 1953, 57.71 percent of 
the cost ; is that correct ? 

Mr. Bensgamrin. As to group insurance, exclusive of Blue Cross, 
Blue Shield. As to total insurance and health-service plan, you must 
turn back one page. 

Senator Dovc.as. The total portion borne by the corporation ranges 
from 54 to 53.6 percent. 

Senator Atxtorr. Those figures do not agree with the ones I have. 

Senator Dovetas. Let us put it roughly this way—you bear half 
the cost and the employees pay half the cost ? 

Mr. Anverson. That is not quite so, because on the group life, we 
paid for the last 4 months of 1950, 58.51; for the year 1951, we paid 
58.36; for 1952, we paid 59.71; in 1953, 57.71 percent. 

Senator Douetas. Well, then, we will say you have been bearing 
about 54 percent of the cost with the employees bearing about 46 
percent of the cost ? 

Mr. Anverson. That is correct. 
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Senator Ives. And these ratios were all arrived at through collec- 
tive bargaining; is that correct? 

Mr. Anperson. That had nothing to do with the Blue Shield. 

Senator Dovuetas. The contribution was made by the employees and 
the company met the residual cost ¢ 

Mr. Anverson. The question of Blue Cross and Blue Shield is just 
a little different. 

Mr. Bengamin. May I respectfully suggest, if Mr. Anderson can 
go a bit further in his statement, some of the questions you have 
directed to him may be cleared up in tracing the development and 
evolution of our plan. 

Senator Doveras. That is fine, but the committee should always 
feel privileged to ask questions at times because frequently when we 
let a witness go to the end, we forget what the point is that we had 
in mind. 

Mr. Bensamin. We do not object to interruptions, but we thought 
in this case the statement might help. 

Mr. Anperson. The decision as to kind and amounts of benefits 
offered our employees has not been predicated on the corporation’s 
making a fixed contribution in cents-per-hour, percentage of pay, 
or the like. We believe that if benefits are predicated on a fixed 
employer cost, appropriate recognition cannot be given to the fact 
that the cost of insurance will fluctuate considerably from group to 
group and from year to year, according to age and sex distributions, 
general health conditions, seasonal trends, and many other factors. 

Under the approach we have followed, the problems involved in 
the cents-per-hour cost approach do not exist. For instance, the 
methods selected for financing the benefits to be provided involve a 
business decision to be made by the corporation. Whether a good or 
bad decision is made has no effect on the benefits or contributions of 
the employees because any excess cost over the employees’ contribu- 
tions must be borne by the corporation. 

We believe also that a group insurance program must offer our 
employees something more than the equivalent cents-per-hour in 
added wages. To-illustrate this point, group life insurance makes 
it possible for many employees to obtain insurance who would not 
be insurable, or insurable only at extra premium rates, as individuals. 
Group insurance makes it possible for even the good insurance risks 
to obtain life insurance on exceedingly favorable terms. 

Similarly, weekly sickness and accident benefits and total and 
permanent disability benefits can be provided on a group basis to 
employees who could not obtain comparable coverage as individuals. 

In 1950 we developed a General Motors insurance program which 
was made applicable to all hourly rate employees. Eighteen dif- 
ferent unions have adopted the program through collective bargain- 
aa femtaneer entered into with General Motors. 

he important changes made in 1950 were increases in the amounts 
of life insurance and weekly sickness and accident benefits and the 
addition of in-hospital nonsurgical medical expense benefits for the 
employee—all without any increase in employee contributions. 

Hospital and surgical expense benefits under the 1950 insurance 
program were the Blue Cross and Blue Shield coverages which were 
generally available in each of the communities in which there were 
General Motors employees. For the first time, General Motors paid 
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one-half of the rate for Blue Cross and Blue Shield coverages for the 
employees and their families up to a maximum of one-half the corre- 
sponding rate charged by the Michigan Blue Cross and Blue Shield 
plan. Thus, under ‘the 1950 program there was a pattern of coverage 
which varied by community and a corpor ation contribution which 

varied not only according to the employee’s marital and dependency 
status but also by the Blue Cross and Blue Shield area in which he 
was a subscriber. 

General Motors employees are enrolled in about 140 different local 
Blue Cross and Blue Shield plans across the country. 

Senator Atiorr. Will you tell me whether this is on an optional 
participating basis by the employee ¢ 

Mr. Anverson. It is, sir; it is on an optional basis with the em- 
ployee. 

In 1955 the General Motors insurance program was further im- 
proved. I would like to review briefly the principal provisions of the 
program as improved in 1955. This program is the one currently 
in effect for all hourly rate employees: 

Life insurance prior to age 65: From $3,500 to $7,500 according to 
ce fi 

Continued life insurance after age 65: The amount of life insurance 
in force at age 65 is reduced gradually to from 15 to 30 percent, de- 
pending upon the employee’s service. Ultimate amounts range from 
$525 to $2,250. No employee contributions are required after 65. 

Accidental death and dismemberment benefits: 50 percent of life 
insurance in force during active service. 

Total and permanent disability income: Life insurance in force 
is paid out in 50 monthly installments—after payout, $500 death 
benefit remains—employee must have 15 years in plan—no employee 
contributions after disability established. 

Weekly sickness and accident benefits: $35 to $85 according to pay 
for up to 26 weeks—no waiting period in case of accidents or hospital- 
ized illnesses, otherwise 7 days. 

Hospital expense benefits: Michigan: Blue Cross comprehensive 
120 days, semiprivate accommodations. Other geographical areas: 
Nearest to Michigan benefits which are available through local or 
other plans. 

Surgical and medical expense benefits: Michigan: Blue Shield 
$5,000 fi umily income limit contract including medical with diagnostic 
X-ray and electrocardiographic services added. Other geographical 
areas: Nearest to Michigan benefits which are available through local 
or other plans. 

Employee contributions: For coverages other than Blue Cross and 
Blue Shield, from $0.50 to $1.30 a week according to pay bracket. 
For local Blue Cross and Blue Shield coverages, approximately 50 
percent of the subscription rate. 

The day-to-day administration of the General Motors insurance 
plan for upward of 400,000 GM hourly rate employees working in 
more than 120 plants and locations throughout the United States 
is a complex operation and is the responsibility of General Motors. 
Because it is an important factor in the success of our program, I am 
going to take a few minutes to describe it briefly. 

To assure prompt, equitable, and efficient handling of claims, the 
administration of the program has been dec entralized. Records in 
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connection with the program for the most part are maintained at the 
plants and locations where the employee works. There is a minimum 
of centralized records maintained by the central office of the 
corporation. 

When a new employee is hired, it is necessary to give him material 
describing the plan, explain the plan as it applies to him, answer his 
questions, and obtain his enrollment card; or a signed waiver card if 
he prefers not to enroll. When the employee has enrolled, various 
local records are set up to effect the commencement of coverage and 
periodic payroll deductions. In addition, an individual group insur- 
ance certificate is prepared locally and delivered to the employee. 

The numerous employing units submit monthly reports to the cen 
tral office insurance section of the corporation showing the number 
of employees insured, the aggregate amount of insurance in force, 
the employee contributions collected during the month, and the total 
premium for that location. These reports are consolidated by the 
central office and transmitted to the insurance company together with 
the corporation’s check covering the aggregate premium. 

When an employee becomes ill or is injured, he obtains from the 
personnel department at his location a claim form. This is com- 
pleted by the employee and his attending physician, and is returned to 
the personnel or accounting department of the location where the 
insurance records are maint: ained. The employer portion of the claim 
form is then completed. If the claim is in order the GM location 
makes the payment. The corporation is periodically reimbursed by 
the insurance company. 

If the employee’s disability continues, periodic supplementary state- 
ments from the attending physician are obtained and reviewed to 
determine the employee’s entitlement to the continuance of benefits. 
In case of question, a medical examination is made by a Metropolitan 
Life Insurance Co. examiner. It is rarely necessary to refer cases to 
the insurance company before payments are made or suspended. 

While the administration of sickness and accident claims and 
their payment is handled by General Motors, claim administrators of 
the insurance company periodically visit the various GM locations 
and review with General Motors personnel the methods employed in 
the handling of the claim work. Any doubtful determinations are 
carefully reviewed at such times. 

If the employee’s absence from work extends beyond 26 weeks (plus 
the waiting period, if any), his eligibility for permanent and total 
disability benefits is automatically reviewed by GM if he has the 
required period of service. The determination as to the existence of 
permanent and total disability is initially made by the employee’s own 
physician. It is reviewed by General Motors and is referred with 
recommendations to the insurance company, which has the responsibil- 
ity for the final determination. If the employee is entitled to payment 
of his group life insurance in instalments, these payments are made 
by the insurance company. Otherwise, local insurance records are 
noted to continue his group life insurance in force pursuant to the 
plan. 

At the death of an employee, a proof-of-death form is furnished 
for completion by the beneficiary and the attending physician. When 
received by the personnel or accounting department at the former 
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employee’s location it is completed and transmitted to the insurance 
company. The insurance company’s check in payment of the claim 
is sent to the corporation for delivery to the claimant. Ifthe employee 
or his beneficiary has elected settlement of the claim in instalments, 
the first instalment check is likewise delivered by General Motors, and 
subsequent checks are mailed to the beneficiary directly by the insur- 
ance company. 

The corporation’s responsibility for administration is not confined 
to the group insurance plan. Other than claim administration, it also 
performs much of the administrative work in handling the Blue 
Cross and Blue Shield portions of the program without reimbursement. 

Statistical data in connection with sickness and accident claims are 
maintained by the various locations and reported monthly to General 
Motors central office personnel staff, where they are consolidated. 
With respect to death and permanent and total disability claims, data 
are compiled by the insurance company and furnished to General 
Motors monthly. The insurance company also makes quarterly and 
annual reports on the claim experience of the plan to General Motors. 

In conclusion, I believe a word is in order about the magnitude of 
the benefits provided by the GM group insurance plan. 

Today more than 98 percent of all United States hourly rate em- 
ployees are enrolled in the GM group insurance plan and approxi- 
mately 90 percent are enrolled for Blue Cross and Blue Shield cover- 
ages. Two billion dollars of group life insurance is in force on GM 
hourly rate employees. For the period from September 1, 1950, 
through September 1, 1955, benefit payments to eam rate employees 
under the group insurance plan alone aggregated more than $100 
million. To this must be added the many millions of dollars paid 
out in benefits by the various local plans under the Blue Cross and 
Blue Shield coverages included in the GM insurance program. 

I believe that these statistics are impressive. But, what is more 
important is the sound, broad, comprehensive protection which GM 
employees enjoy through plans worked out on a group basis, geared 
especially to their needs, at an extremely reasonable cost. We are 
proud of the group insurance plans we have made available to GM 
men and women and are sealant they and the labor organizations 
which have adopted those plans share with us that pride. 

Senator Doveias. Thank you very much, Mr. Anderson. Do you 
have any questions, Mr. Cotter? 

Mr. Corrrer. Before we go forward, I think I should make the point 
that it is customary for us, before reviewing these plans, to put on a 
staff member to have him analyze the plan and give full facts with 
respect to it. In view of the fact that both General Motors and 
Metropolitan Life Insurance Co. have voiced to the staff reasons why 
they thought that should not be done, it was not done here this 
morning. 

I think that the subcommittee members should hear the reasons of 
General Motors and Metropolitan as to why the full facts should not 
be disclosed, and then make a decision as to what part of the facts 
should be disclosed, and settle upon some basis for handling the dis- 
cussion and questions with respect to the program. 

Senator Doveras. Mr. Anderson, do you want to make a statement 
as to why you prefer that we should not put a staff expert on the stand 
to testify ? 
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Mr. Anpverson. We have nothing in our records and nothing in the 
reserves which the insurance company carries that we apologize for in 
the least. However, we think that what I termed “undressing in 
public” our information on insurance costs, is not quite proper. If 
the committee insists that you want it on that basis, we are prepared 
to give it to you. Iam not speaking for Metropolitan. 

Senator Ives. I would just like to know ae you think it is not 
proper. 

Mr. Anperson. We negotiated with 18 labor organizations. I am 
sure if they thought we had reserves, that they thought they could 
just get some extra insurance out of, they would certainly use the 
information disclosed in this committee as a basis for collective bar- 
gaining. 

Senator Ives. When you deal with the labor organizations, do you 
disclose these things to them ? 

Mr. Anverson. No. We negotiate benefits with the unions. 

Senator Ives. You negotiate benefits only and not cost ? 

Mr. Anpverson. We negotiate what contribution the employees are 
going to pay. 

Senator Ives. Contributions is one thing, but that does not have 
much to do with costs. 

Mr. Anperson. We do not negotiate the costs. 

Senator Ives. Is that satisfactory with the labor organizations? 

Mr. Anperson. Eighteen labor organizations have signed contracts 
with us on that basis. 

Senator Ives. And they are perfectly willing not to know the whole 
story ? 

Mr. Anperson. I cannot say yes to what you just said. I do not 
know. 

Senator Ives. Have they ever indicated that they were not willing 
to accept the plans as you proposed them ? 

Mr. Anperson. I cannot say they were not willing because they 
finally concluded collective bargaining agreements as I have outlined. 

Senator Ives. Did you ever get into a controversy with them over 
this matter of cost? 

Senator Dovc.as. We have representatives of the unions here who 
can speak for the unions. 

Mr. Bensamin. May I interpose just one minute? 

I believe I understood Mr. Cotter correctly—and I am subject to 
correction as to what you said—I think you stated that we had ob- 
jected to the committee putting on a staff member to discuss your 
investigation. I want to make it clear that at no time have we sug- 
gested that the subcommittee should not put on any member of your 
staff to testify. 

Mr. Correr. I think you are putting the accent on the wrong thing. 
I did say something like that, but the general purport of my remarks 
was that the reasons you gave were to the point of nondisclosure of 
the full information with respect to premiums, and so forth. 

Mr. Bensamrin. As long as the record is clear that we have made 
no attempt to try to tell you or any members of your staff that we 
would object to— 

Mr. Correr. We understand. 

Senator Doveras. But you do object to the disclosure of premiums 
paid, of the handling of reserves, and distribution of reserves? 
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Mr. Bensamin. I think Mr. Anderson tried to answer the question. 

Mr. Anverson. I thought I tried to answer that, Mr. Chairman. 

Senator Dovatas. You do object to disclosure of the distribution 
of costs, reserves and so forth? 

Mr. Anperson. For the reasons I have outlined. 

Senator Ives. Does the committee have in its possession the facts 
that are now being inquired about? Have you given these facts to 
the staff ? 

Mr. Bensamin. We have given all of the information requested 
in the original questionnaire; that was submitted on October 27. We 
completed that fully and then we were asked to submit additional in- 
formation last week, and it was submitted and received by Mr. Cotter 
on last Saturday morning. We have not furnished the additional 
information requested by Mr. Cotter through a letter. 

Senator Ives. The question I raise is this: Have you submitted the 
information that you now object to disclosing ? 

Mr. Bensamin. I believe Mr. Anderson indicated that the infor- 
mation was submitted on the basis that it was confidential infor- 
mation. 

Senator Ives. The staff has it in its possession, then ? 

Mr. Bensamin. Yes. 

Mr. Correr. I would like to make a point. We have some of the 
information and we had some difficulty, we felt—and this may be 
a matter of difference of opinion, and an honest difference of opinion— 
but the staff got the impression rather universally that they were not 
getting full cooperation from General Motors with respect to the 
furnishing of supplementary information they asked for. 

There were statt members in Detroit from Friday a week ago until 
this past Tuesday, and their desires were to supplement the infor- 
mation which we had already gotten from Metropolitan Life Insur- 
ance, on a cooperative basis. During that period, although they tried 
a number of times, and had a subpena with them, they did not get 
access to your records. 

It was mutually agreed in the end—I think you will concur—that 
you would furnish the information generally that they requested; 
that you would prefer to furnish it rather than tc have them come 
into your shop and discuss it with you and get informal explanations. 

When we received your information Saturday morning, we felt 
that while in a manner it may have complied with the letter of the 
request, it did not actually give us the information we needed, and 
so there was issued a subpena for additional information which I 
think you told me, Mr. Benjamin, you did not receive until yesterday. 

Mr. Bengamrin. About 5 minutes before we got on the plane to 
come down here yesterday afternoon. 

Mr. Correr. It was very short notice, under any circumstances. 
I think what we should establish is that you will furnish the informa- 
tion you have not yet given, and there is no question about it. 

Mr. Bengamin. We are going to get together what information 
you have asked us for as soon as we possibly can. The subpena was 
served yesterday afternoon and we are getting together the informa- 
tion and reviewing it as quickly as possible. 

As you indicated, there may be an honest difference of opinion 
as to what was asked for originally and we think we worked out an 
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understanding, as you have indicated, and we tried to comply with 
that understanding. 

Mr. Correr. Mr. Chairman, just so the record will be clear, I would 
like to submit for the record the correspondence which we have had 
with General Motors over the past week and earlier. I suggest that 
General Motors representatives be given an opportunity to examine 
it, prior to final approval of the record, and make any additions to 
it ‘they would see fit. 

Mr. Bensamin. We would like to have that opportunity. 

Senator Dovueias. The Chair will rule that that may be done, that 
you may check over the documents, and if you determine any salient 
documents have been omitted, we will ask for their inclusion, as well. 

(The correspondence between the subcommittee and General Motors 
was marked “Exhibits 81-A through 89-B” and is as follows:) 


Exuisit 81-A 


UNITED STATES SENATE, 
COMMITTEE ON LABOR AND PUBLIC WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDs, 
August 1, 1955. 
Mr. JAMES M. GILLEN, 
Director, Personnel Research, General Motors Corp., 
Detroit, Mich. 

Dear Mr, GILLEN: The enclosed is largely self-explanatory. 

We realize that this questionnaire covers a good deal of ground that I went 
over personally with you in Detroit last May. You will recall that at the time 
you were in the thick of bargaining negotiations with the union, and requested 
that we postpone the obtaining of data relative to insurance costs, etc. 

I should like to assure you that we are aware that the questionnaire asks for 
data on the cost of its insurance program which the company wishes to keep 
confidential. You may be assured that the confidential nature of this data will 
be respected and that there will be no publication of the data which will reveal 
the figures for General Motors in isolation; in fact, because of the size of the 
General Motors program we may need to exclude it from any tabulations covering 
the other companies canvassed. 

I hope this questionnaire presents no real difficulties for the corporation in 
answering. If such is not the case, will you let me know? Since the corporation 
pays half of the cost of Blue Cross, etc., estimated figures as to the company’s 
and employees’ contributions toward the cost of this coverage will be fully 
acceptable. 

Sincerely yours, 
Louis S. Reep, Research Director. 





Exursir 81-B 


UNITED STATES SENATE, 
COMMITTEE ON LABOR AND PUBLIC WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDS, 
August 1, 1955. 
GENERAL Morors Corp., 
Detroit, Mich. 


GENTLEMEN : As you may know, this subcommittee (under authority of 8. Res. 
225 and 270, 83d Cong. and S. Res. 40, 84th Cong.) is making a study and investi- 
gation of the operation of employee welfare and pension plans and funds subject 
to collective bargaining for the purpose of ascertaining whether legislation is 
necessary for the conservation of such funds and the protection of the interests 
of the beneficiaries. 

Hitherto, the subcommittee has given emphasis in its studies to welfare funds 
jointly managed by representatives of the union and the employer or employers. 
The subcommittee wishes now to make some study of plans unilaterally admin- 
istered by employers. 
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As part of our study in this field, we have selected a representative sample of 
employers in the automobile industry, i. e., having bargaining relations with the 
UAW-CIO, to whom we are addressing a questionnaire asking for certain data 
relative to their purchase of insurance for their employees. The questions are 
similar in nature to those which have been asked of a number of welfare funds. 
The sample of employers to whom this questionaire is being sent has been selected 
entirely at random, and you are one of those selected. 

The subcommittee, therefore, requests your cooperation in completing the 
enclosed questionnaire. The information you supply in your completed question- 
naire will be treated as confidential by the subcommittee and any publication of 
data will not disclose the identity of your company. 

Please return your questionnaire not later than August 26. 

Yours very truly, 
Pavut J. Correr, Chief Counsel. 


EXHIBIT 81-—C 


SENATE COMMITTEE ON LABOR AND PUBLIC WELFARE, SUBCOMMITTEE ON WELFARE 
AND PENSION FUNDS 


QUESTIONNAIRE RE EMPLOYER PURCHASE OF GROUP INSURANCE FOR 
HOURLY PAID EMPLOYEES 


Ie nnn I da is deartinalindibameibuians beetle coaciahi ci eae 
PG icicttaclatetittc i itecncclachaberaincniin City 


Report should cover companywide program, if company has one. If company 
has multiple plants and separate insurance programs for various plants, provide 
separate report for each program for hourly paid employees, except that if letter 
is addressed to particular plant report should cover only that plant to which 
letter is addressed. 

2. Approximate number of employees: Total ; hourly paid 


3. Present insurance and/or health service plan coverages purchased for hourly 
paid employees: 


Type of coverage Name and address of carrier ! effective date 
of policy 


Accidental death and dismemberment 
Sickness and accident 

Hospitalization 

Surgical 


1 Include Blue Cross and Blue Shield (or similar health service plan) if used. Do not include group 
annuity or insured pension plan. 


If another carrier was used during the last 3 years, give type of coverage, name 
and address of carrier, and initial effective date of policy, _______._.__._______. ig 


4. Please enclose copy of current booklets describing benefits under above pol- 
icy or policies. 

5. Please enclose copy of applicable collective bargaining agreements covering 
insurance and/or health service plan coverages. 

6. State briefly how current insurance carrier(s) (including health service 
plan) was (were) selected. Please include the following points: (a) Whether 
the union had a voice in selection of carrier and if so to what extent; (6) 
whether proposals and bids were obtained from a number of carriers; (c) basis 
I asia itech tascam 


7. Does company have independent insurance consultant who advises com- 
pany on insurance coverages? Yes 
(a) How is he paid: 
Annual retainer basis 
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8. State basis of division of cost between company and employees with respect 
to above insurance and/or health service plan coverage, including dependent 
coverage where applicable. (Use separate sheet, if necessary.) 

(a) Insurance coverage, excluding Blue Cross, Blue Shield, ete 


9. Premiums paid, claims incurred, dividends received and insurance com- 
pany retention in each of the past 2 completed insurance years. (Note.—Do 
not include group annuities, etc. Do not include Blue Cross, Blue Shield, and 
similar health plans here, but enter under question 10.) 


| | 

| Dividend 
Gross | Billed | Incurred | or experi- 

premium | 


Insurance com- 


. : : pany retention 
premium | claims | ence rating (5) = (2) —((3)-+(4)) 


refund 


| 
(1) 2 | @ | 


(a) Latest completed insurance year; 
year ending 
a insists Ratios dnl teioenidlaaensananiieieh angelina evi rensais 
Accidental death, and dismem- 
DE ssa th naneubihe abe baaieinene 
Sickness and accident 
I atnnnniccenccncenbiacnesens 
a ee eee De a aabubbdiine 
RI ascent ck ahcioa oink Sonia atone caMaca elaneis mai 





(b) Next preceding insurance year: 
Life 
Accident: il death, and dismem- 

berment.--- 

Sickness and accident_- 
Hospitalization 
Es cnn cs ctighimdinind amines 
iets cateicubangaweneemante 
SI bis Rant mah cnualakcanaeies 





Use above form only for a single carrier. If different carriers were used for 
different coverages, e. g., one for group life and another for sickness and accident, 
make separate form and provide required information on it for the second 
carrier. 

10. Total subscription charges or premiums paid to Blue Cross, Blue Shield, 
and similar health service plans, benefit expense (c laims incurred), experience 
rating refunds received, and health service plan retention, each of last two 
calendar or insurance years (see note below) : 
| 


eenarianna | Blue Cross, Blue 
an Total claim Experi nce | Shield, ete., re- 


eae rating refund | : 
Year ending charges paid | °*Penst received ele . @)) i 








Note.—Some Blue Cross and Blue Shield plans do not vary their premiums or 
subscription charges with the experience of particular employee groups, and those 
plans that do experience rate, do so only for particular groups. If your company 
uses Blue Cross, Blue Shield, or similar plan and has received an experience 
rating refund in the last 2 years, provide the requested data for each of last 2 
calendar or insurance years. Otherwise give only total subscription charges or 
premiums paid in last year. 

11. Disposition of insurance dividends or experience rating refunds received 
as shown in 9 and 10 in each of last 2 years. 
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12. Approximate total net cost of insurance and/or health service plan coverage 
in 1954 (or last completed insurance year) and division of cost between company 
and employees. 

Period covered 


Net t total . Percent of 
m ’ ompany)| Net total con 
Total net ris total net cost 
tribution of 

amnioves borne by 

. are employees 


cost ! 


Insurance, exclusive of Blue Cross, Shield, ete__| 
Blue Cross, Blue Shield, and similar health 
; ’ 


plans | 


insurance and/or health service plan | 


1 premiums and/or subscription costs less dividends or experi iting unds 1 


r } 
Net cost to company after taking account of any dividends, 
Total employee contributions k iny dividend, ete., distrib 


4» 


eceived 
{ retained by company, 


ited to employees. 


3 


Norte.—Approximate or estimated figures may be provided, but such figures should fairly reflect division 
of cost between company and employees. 


13. Name of insurance broker(s) who received commission(s) on insurance 
coverages set forth in question 9: Name 
Address es : - : 2 See 

14. Basis and amount of his commission, if Known: 
ance year ...... Next preceding year —_-- ale 

15. What administrative functions does your company perform on this in- 

insurance? 
(a) Who pays claims? 
Company 
Insurance Carrier 
(b) Describe in general terms the functions your company performs 
with regard to the filing, processing, and payment of claims —_--~__ 


Last completed insur- 


(c) Other ed a : cine 
16. Are any service fees paid by the insurance company for such administrative 
functions? Yes = Wo 
If so, give details ___- 


17. What role, if any, does union play in administration of insurance program? 


Officer responsible for completion of reply: 


(Signature) 


(Title) 
Date: 


DXHIBIT 82 


UNITED STATES SENATE, 
COMMITTEE ON LABOR AND PUBLIC WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDS, 
September 26, 1955. 


GENERAL Morors Corp., 
Detroit, Mich. 


GENTLEMEN : We have had no reply to our letter of August 1 requesting you to 
complete a questionnaire, copy of which is enclosed, relative to group insurance 
purchased for your hourly paid employees. 

General Motors is so large a part of the automobile industry that we feel 
the information requested of you is essential for completion of our study of 
insurance and pension plans in the industry. I may add that the requested 
data has been received from the Ford Motor Co., and the Chrysler Co. plans to 
send in its questionnaire shortly. It requested an extension of time due to the 
fact that during August it was in the midst of negotiations with the union. 
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I assume that you wish to cooperate with the subcommittee and facilitate its 
study of welfare and pension funds. 
It would be appreciated if you would acknowledge receipt of this letter and 
inform us of your intentions with respect to submitting the desired information. 
Sincerely yours, 
Pau J. Corrrr, Chief Counsel. 


EXHIbiT 83 
GENERAL Morors Corp., 
Detroit, Mich., October 27, 1955. 
Mr. Pau J. Correr, 
Chief Counsel, Subcommittee on Welfare and Pension Iunds, 
United States Senate, Washington, D. C. 

Dear Mr. Correr: We hand you herewith, completed by General Motors Corp. 
pursuant to your written request, a questionnaire for the Senate Committee on 
Labor and Public Weifare, Subcommittee on Welfare and Vension k'unds, 1 
ing to the subject—Employer Purchase of Group Insurance for Hourly 
Employees. 

It is our understanding that the questionnaire and the information submitted 
in response to the requests and questions therein “will be tre: as confidential 
by the subcommittee and any publication of data will n close” that the 
published data is that of, or furnished by, General 

Very truly yours, 
HEeNryY M. HOGAN, General Counsel. 


Exuisit 84 


UNITED STATES SENATE, 
COMMITTEE ON LABOR AND PULLIC WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION I'UNDS, 
November 2, 1955. 
Mr. Henry M. HOGAN, 
General Counsel, General Motors Corp., 
General Motors Building, Detroit 2, Mich. 

DEAR Mr. HoGAN: This is to acknowledge receipt of your letter of October 27 
and the completed questionnaire of General Motors Corp. relative to “employer 
purchase of group insurance for hourly paid employees.” 

You are correct in your understanding that the questionnaire and the infor- 
mation submitted will be treated as confidential by the subcommittee and any 
publication of data will. not disclose that the published data is that of, or fur- 
nished by, General Motors Corp. 

Yours very truly, 
Pau J. Cotter, Chief Counsel. 


EXurpit 85 


UNITED STATES SENATE, 
COMMITTEE ON LABOR AND PUBLIC WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDS, 
November 17, 1955. 
Mr. Louis M. SoLomon, 
Kansas City, Mo. 


Dear Lov: This will confirm our telephone conversation of this afternoon to 
the effect that you will go to Detroit tonight and meet there with Ed Maska at 
the Sheridan Cadillac in the morning to conduct additional studies of the General 
Motors health and pension plans. 

As you know, I have just returned from New York where I reviewed their 
insured plan with the Metropolitan Insurance Co. I have dictated a miomo- 
randum covering the information I found. I have not had a chance to reud it, 
it is very rough, nor have [ attempted to analyze the information contained 
therein to any extent. The memorandum does set out leads with respect to much 
of the information you will be expected to get in Detroit. 

Maska will give you a copy of the referred-to memorandum. He will also 
have with him copies of memoranda written by Messrs. Sornson and Reed cover- 
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ing studies they made of the General Motors plans and UAW-CIO setup in rela- 
tion thereto. As I told you on the telephone, all information contained in the 
memorandum is highly confidential and the information which you obtain should 
be treated in like manner. Also, as I indicated, we are considering putting this 
plan on as a unilateral-type management-administered plan. Call me tomorrow 
night or over the weekend with respect to the progress you are making. I have 
a call placed to their general counsel, Mr. Hogan, to discuss the feasibility of 
putting this plan on and inhibitions we may be under with respect to disclosing 
specific information in a public hearing. However, he has not as yet returned 
my call and if you get any inquiry with respect to what our plans are, refer 
them to me. 
With best regards. 
Very truly yours, 
Pau. J. Correr, Chief Counsel. 


Exursir 86 


UNITED STATEs SENATE, 
COMMITTEE ON LABOR AND PUBLIC WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDS, 
November 18, 1955. 
Mr. Henry M. HoGan, 
General Counsel, General Motors Corp., 
Detroit, Mich. 


Dear Mr. Hogan: I have attempted to contact you by telephone several times 
yesterday and, so far today, without success. The reasons for, and the urgency 
of, my attempts require some explanation. 

In reviewing the questionnaire which General Motors submitted incident to 
our study of approximately 125 plans in the automobile industry, it appeared 
that the insurance retention on your plan was exceedingly high as compared 
with similar plans. As you probably have been advised, we went to the Metro- 
politan Life Insurance Co. to determine the reasons for these apparently high 
retentions. We were quickly satisfied that what had been treated as retentions 
on the questionnaire submitted by your company were in reality surpluses or 
reserves set up under the policy for various contingencies. As we obtained a 
better understanding of the insurance picture on the General Motors plan, how- 
ever, it occurred to us that a detailed examination by our subcommittee of the 
operations of such a plan might provide an excellent medium to articulate the 
pros and cons of the issue of disclosure with respect to unilateral or company- 
managed health and pension programs. It has subsequently been decided, as 
a result of discussions with the subcommittee chairman, that this would be one 
of the plans which we would put on at public hearings the week of November 28, 
1955. I felt that you should know this at as early a date as possible. 

As you well know, there is general consensus on the part of management, insur- 
ance, banking, and labor interests that some disclosure provisions with respect to 
the Taft-Hartley type of group health and pension plans may be in order, but 
there is a distinct division of thinking with respect to the unilateral or manage- 
ment-administered type of plan, particularly where it has been negotiated on 
a level-of-benefits basis. 

I particularly wanted to obtain your reaction with respect to what inhibitions 
you might feel we would be under, at least with respect to the information we 
received from you on the questionnaire. There is also the proposition that it 
seems not entirely equitable to pick a particular plan and require disclosure 
through hearings of details, when our resources and the time available do not 
permit the same examination of a representative number of plans. 

Mr. Louis Solomon of this staff has just called me from Detroit and stated 
that he has been in touch with you; that Mr. Gillen was unavailable; and that 
it was your desire that he not talk with anyone else. In view of the shortness 
of time, it is quite imperative that we obtain some additional information from 
your company, which was the purpose of Messrs. Solomon’s and Maska’s visit 
this morning. 

As I have been unable to reach you to discuss these matters and for want of 
any better manner in which to precipitate action, there has been forwarded to 
Messrs. Solomon and Maska in Detroit a subcommittee subpena duces tecum for 
the production of much of the information we desire. 
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I am confident that when you receive this letter, it will not be necessary to 
serve it unless you wish to accept it as a “protective” subpena, in that your 
company has been fully cooperative in the past, and we received excellent cooper- 
ation from the Metropolitan Life Insurance Co. 

Please contact me by telephone at your earliest convenience so that we may 
discuss the proposed hearing in greater detail and I may have the benefit of 
your views with respect to the handling of the case on a basis satisfactory to 
your company. 

Very truly yours, 
Paut J. Cotrer, Chief Counsel. 


EXxHrsitT 87 


UNITED STATES SENATE, 
COMMITTEE ON LABOR AND PUBLIC WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDS, 
November 28, 1955. 
Mr. Henry M. HoGan, 
General Counsel, General Motors Corp., 
Detroit, Mich. 

Dear Mr. HoGan: This will confirm the fact already communicated by tele- 
phone to officials of your company that the Senate Subcommittee on Welfare and 
Pension Funds is holding hearings in the Old Supreme Court Chamber, room P-63 
of the Capitol, Washington, D. C., the week of November 28, and that these hear- 
ings will include the presentation of specific welfare and pension plans with a 
view to assisting the subcommittee in a determination as to the need for legisla- 
tion at the Federal level. In this connection, the subcommittee desires to take 
testimony on the General Motors health insurance and pension plans beginning 
at 10 a. m. on Nevember 29, 1955. (Should there be any change, you will be noti- 
fied immediately by telephone. ) 

As the subcommittee will desire top legal opinion and expert technical know] 
edge with respect to the past operations of the plans, it might appear from our 
contacts with your corporation during the past week that the presence of Mr. 
Gillen and yourself would be most desirable. Mindful of other demands which 
may be placed upon the time of either you or Mr. Gillen, in the event alternates 
with the same degree of authority and knowledge can be designated, this would 
be, if necessary, acceptable. 

As has been previously indicated, it is hoped that a detailed examination by the 
subcommittee of the operations of such plans as your corporation operates, and 
hearing testimony, may materially assist it in resolving some of the issues. 

We do not understand why subcommittee staff members were not given access 
to the available records on the costs of General Motors’ insurance programs 
when they appeared there last Friday, or, at least, on Monday when your key 
oflicials were present, or, for that matter, since that time. We feel that had they 
been given such access and could they have discussed and received informal ex- 
planations with respect to the various points, the information could have been 
obtained in a much shorter time and in an eminently more satisfactory manner. 

Although Messrs. Solomon and Maska of the staff have advised me they ap- 
prised you of the information they were requested to develop, in order to avoid 
any possible misunderstanding, I am setting forth what is desired: 

1. Records in your possession reflecting the division of costs of the insur- 
ance program between General Motors and its hourly employees from Jan- 
uary 1948. You have previously furnished us with the 1954 information. 

2. General Motors’ administrative costs for this program for such years, 
if available. 

3. The rates structure on Metropolitan policy 14000G immediately prior to 
September 1, 1950. 

4. An explanation of the handling of reserves at the time the hourly em- 
ployees’ coverage was broken away from salaried (in 1950 and thereafter ). 

5. A detailed picture of General Motors’ pension program for hourly em- 
ployees. : 

6. A breakdown of investments in the pension trust by types and percent- 
ages, and any available certificates or statements with respect to the ac- 
tuarial soundness of the plan. 

62033—56—pt. 3——-18 
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You should also be in a position to furnish the information Metropolitan 

Life Insurance Co. furnishes you with respect to employee group insurance, 

and the information which is furnished to the employees or their representa- 
tives. 

If there are any questions, do not hesitate to call me at Republic 7—7500, 

extension 8550. 
Very truly yours, 
Pau J. Correr, Chief Counsel. 
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GENERAL Morors Corp., 
Detroit, Mich., November 25, 1955. 
Mr. PAuL J. CorTrer, 
Chicf Counsel, Subcommittee on Welfare and Pension Funds, 
Washington, D.C. 


Dear Mr. Correr: Pursuant to your previous written request, we submitted to 
you under date of October 27, 1955, for the contidential use of the Senate Commit- 
tee on Labor and Public Welfare, Subcommittee on Welfare and Pension Funds, 
a committee questionnaire, completed by General Motors Corp., relating to the 
subject “Employer purchase of group insurance for hourly paid employees,” 
Receipt of that submission was acknowledged in your letter to us dated Novem- 
ber 2, 1955. 

Earlier this week two of your representatives, Mr. Solomon and Mr. MaskKa, 
visited us and requested additional information concerning certain of the 
not embraced by the committee’s questionnaire. As the result of our 
with Mr. Solomon and Mr. Maska, it was mutually understood that 
tional information desired by you fell into several specific categories. You con- 
firmed these particular areas of interest during the course of two telephone dis- 
cussions which you had with Mr. Benjamin of my staff on November 23, 1955. 

The additional information which you have requested in accordance with your 
desires as made known to us by Mr. Solomon and Mr 
you to Mr. Benjamin, is submitted herewith. 

Very truly yours, 


areas 
discussions 
such addi- 


. Maska, and as confirmed by 


HENRY M. HocGan, General Counsel. 


1. The net cost of insurance and health service plan coverage for the years 1948 
through 1953 and division of cost between corporation and employees 


Group insurance, exclusive of Blue Cross, Blue Shield, ete. 


Period Net cost tion contri- | contribution os a. 
bution of employees Orne DY 


corporation 


| 
| Net corpora- Net total Percent total 
| 


Yeer 1048........ iS 8 les es a ee 2S SO De | (‘) ( | (’) (1) 
iii that wetttC tioned intacauee ) tS (1) () 
I ee () | (‘) | (1) () 
a sae I oo Se uabecisekabe | $8,092,911 $4, 735, 264 $3 357, 647 58.5 
BG ES in ota 6oecct ceeds abebhes iecgieealian | 24, 357, 437 14, 214, 585 10, 142, 852 58. 36 
OOP Risccskccen tiie ainda cahieaiannt sane agai | 24, 528, 394 | 14, 644, 983 9, 883, i 59. 71 
WR see on nonsense | 29,564,835 | 17,061,358 12, 503, 477 | 57.71 


oe wees | 





1 Prior to Sept. 1, 1950, no separate records were kept for hourly and salaried employees. However, on 
the entire program, the net claims incurre1 exceelei the total employee contributions. In addition the 
corporation’s cost included expenses, taxes, contingency, and other reserves. 
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Blue Cross, Blue Shield, and similar health plans 


Period 


Year 1948 

Year 1049 ; 
Last 8 months, 1050_. 
Last 4 months, 1950 
Year 1951 

Year 1952. 

Year 1953 


1 Prior to Sept. 1, 1950, the employees contributed 
The total amount paid for employees’ Blue Cro 
the corporation were not consolidated by General 


Total insurance and health service plan coverags 


2. Employee contributions by type of insurance, 1948 through 1954 

During the years 1948 through 1954 the insurance program consisted of two 
parts: 

(a) A group-insurance plan which consisted of— 

(1) Life insurance before and after age 65; 

(2) Permanent and total disability benefits ; 

(3) Sickness and accident benefits ; 

(4) In-hospital nonsurgical medical benefits (starting in 1950). 

(b) Local Blue Cross and Blue Shield plan coverages. 

At no time during this period were employee contributions allocated to the 
individual coverages under the group-insurance plan. Accordingly, data are 
not available as to such contributions separately for the specific coverages such 
as life insurance, sickness and accident benetits. 


3. General Motors grotp-insurance-plan administrative costs for the years 1948 
through 1954 

The corporation has borne substantial and continuing expenses in connection 
with the day-to-day administration of the plan, and no part of these expenses 
has been reimbursed by the insurance carrier. Further, none of the employee 
contributions was used to defray administrative expenses of the plan. 

No separate accounting for the expense incurred directly by divisions and 
central offices of the corporation in administering the plan bas ever been made. 
Administration of the plan is carried on at numerous locations and by several 
departments and is integrated with their other activities. The value of such 
information would not be suflicient to justify the additional expense that would 
be required to procure it. 

Costs involved in the corporation’s administration of the plan include admin- 
istration by the corporation’s central office insurance section as well as other 
costs of considerable magnitude which are incurred by each division and sub- 
sidiary of the corporation. These include costs incident to enrollment, such as 
an explanation of the plan to employees, obtaining their election whether or 
not to participate, plus the recurring costs of making payroll deductions for 
employee contributions, accounting and reporting of same, ete. In addition, the 
corporation incurs considerable expense in processing claims under all forms of 
coverage under the group-insurance plan. Furthermore, in connection with the 
sickness and accident claims, total and permanent disability claims, and in- 
hospital medical expense claims, the corporation does a large part of the claim 
investigation work normally performed by the insurance carrier, including med- 
ical examinations, accounting work, checkwriting, ete. 
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4. The monthly gross rates per employee for each type of group-insurance cover- 
age for the years 1948 and 1949 








| Monthly gross rate 


Type of group-insurance coverage 











ee a a ee een ee sc gla a a ied $0. 65 $0. 65 
Accidental death and dismemberment, per $1,000 of insurance : : .10 
Sickness and accident, per $1 of weekly benefit 


Net rates for each type of group-insurance coverage are not available. As 


stated in answer to question No. 1, there has been no separation of experience 
for salaried and hourly rate employees. 


5. Reserves 


Since 1926 the corporation has made a group-insurance plan available to its 
employees. Both hourly rate and salaried employees have participated in the 
plan. Prior to May 1950, the plan was not included in any collective-bargaining 
agreement. 

In 1950 the corporation developed a revised group-insurance plan for its hourly 
rate employees. As a result of collective bargaining, this plan was incorporated 
in the 1950 labor agreements with several unions representing General Motors 
employees. The plan became effective September 1, 1950. 

When the new group-insurance plan for hourly rate employees was adopted, it 
was insured under a separate policy. Previously, the group-insurance plans for 
both salaried and hourly rate employees had been covered by a single policy under 
which the financial experience for both groups of employees was combined. It 
was decided that the new group-insurance plan for hourly rate employees should 
be insured under a separate policy because it was necessary for the corporation 
to have financial experience for the new hourly rate plan separate from the 
financial experience for the salaried employees’ insurance plan. The use of a 
separate policy accomplished this. 

The agreement with the union specified both the benefits to be received by the 
represented hourly rate employees and the contributions such employees were to 
make, and required the corporation to pay the balance of the cost of the agreed- 
upon coverages. 

The new policy was to stand on its own feet financially and be entirely depend- 
ent upon premiums paid from the date it became effective. This was decided by 
the corporation and was agreeable to the insurance company. By amendment 
of the old policy, which was continued to cover salaried employees, the new policy 
was given the protection of reserves, if required, which had been accrued under 
the old policy. 

The corporation has been advised by the insurance company that since 1953 
the reserves established under the new policy for hourly rate employees have 
been at the required levels so that this protection is no longer required. 


6. Hourly rate employees pension plan documents 

As requested the following documents are enclosed : 

(a) A copy of the employee booklet for hourly rate employees pension plan 
(exhibit A).” 

(b) A copy of the trust indenture under the hourly rate employees pension 
plan (Exhibit B).? 

In addition to the request for the above documents a request was also made 
for a copy of the instructions under which the Coordinator of Pension Trust 
Investments operates. There are no such specific instructions. However, Gen- 
eral Motors has expressed to each trustee under the General Motors hourly rate 
employee pension plan its philosophy concerning an investment pattern. This 
is set forth in the attachment marked “Exhibit C.” ’ 


1On file with the subcommittee. 
2 See pp. 1136 to 1138, infra. 
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= a of hourly rate employees pension trust investments at September 
, 195 


Percent of 


Direct obligations of the Federal Government 
Direct obligations of other governmental bodies 
Corporate bonds 

Preferred stocks 

Common stocks 

Mortgages 

All other investments (including uninvested cash) 


2 Based on investments valued at cost. 


As requested, there is also enclosed as exhibit D* a copy of a statement by 
the actuary furnished to General Motors pursuant to section 2 (e) of the “Sup 
plemental agreement (pension plan) of May 29, 1950 between General Motors 
Corp. and UAW-CIO,” a copy of which is enclosed as exhibit E.‘ 


Exursir 89-A 


UnitTep States SENATE, 
COMMITTEE ON LABOR AND PUBLIC WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDS, 
November 26, 1955. 
Mr. Henry M. Hogan, 
General Counsel, General Motors Corp., 
Detroit, Mich. 

Dear Mr. Hogan: Your letter of November 25, 1955, was received this morn- 
ing, together with the accompanying material which you indicate is being sub- 
mitted in accordance with the desires of the subcommittee as made known to 
you through Messrs. Maska and Solomon and confirmed by me. 

While the information submitted may be responsive to the letter of the sub- 
committee’s request, it does not satisfy its legitimate needs. As was feared, much 
of the more pertinent information desired has not been obtained because of the 
position taken by your company in not giving subcommittee staff members access 
to available records and in not permitting informal discussions and explanations 
by your personnel. 

Accordingly, we are enclosing a subpena duces tecum for certain records in 
an attempt to elicit it. 

Very truly yours, 


Pau J. CorTer, Chief Counsel. 


Exuisir 89-B 
UNITED STATES OF AMERICA 
CONGRESS OF THE UNITED STATES 


J'io GENERAL Morors Corp., 3044 West Grand Boulevard, Detroit 2, Mich., 
Greeting: 


Pursuant to lawful authority, you are hereby commanded to appear before the 
Subcommittee on Welfare and Pension Funds of the Senate Committee on Labor 
and Public Welfare of the Senate of the United States, on November 29, 1955, at 
10 a. m., at their committee room P-63, the Capitol, Washington, D. C., then 
and there to testify what you may know relative to the subject matters under 
consideration by said committee, and to bring with you the following-described 
documents: 

1. Records and other documents reflecting a division between all covered em- 
ployees of General Motors and management of the total net cost of Metropoli- 
tan group insurance contract No. 14000-G, by years, for the period January 1, 
1948, through August 31, 1950. 


8 ang > 1132, infra. 
le 


On with the subcommittee. 
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2. Records and other documents setting forth the average number of hourly 
employees and salaried employees participating in Metropolitan group in- 
surance contract No. 14000—G, by year, for the period January 1, 1948, to 
August 31, 1950. 

3. All correspondence, records, and other memorandums relative to the han- 
dling of reserves in connection with Metropolitan group insurance contracts 
Nos. 14000—G and 15500—-G from January 1, 1948, to date. 

4. All records, reports, correspondence, and other memorandums relating to 
division of costs between management and employees or between hourly and 
salaried employees from January 1, 1948, to date. 


Hereof fail not, as you will answer your default under the pains and penalties 
in such cases made and provided. 


RD sce eleginciaksacsha codes itches castes tebe selina talaga to serve and return. 
Given under my hand, by order of the committee, this 26th day of November, 
in the year of our Lord one thousand nine hundred and fifty-five. 


Pavut H. Dovctas, 
Chairman, Subcommittee on Welfare and Pension Funds of the Senate 
Committee on Labor and Public Welfare. 

Senator Ives. Do you feel this information would be giving help 
and comfort to your competitors and that it would be to your dis- 
advantage where they are concerned ? 

Mr. Anperson. I did not put it on a competitive basis. I had not 
thought about competition. 

Senator Ives. That was not one of your reasons, then, for objecting ? 

Mr. Anperson. That is right. I think they have their own prob- 
lems with their own methods of insurance. I was thinking about the 
people we negotiate with. As I said, there are 18 international unions 
with whom we negotiate. 

Senator Dovucias. We have examined the records of many unions 
who have insisted that their records should not be disclosed or made 
public. We have ruled that they are matters of public concern and 
we prefer them to be made public. Yesterday, we had quite a strenu- 
ous session in getting the records of the union published. I think the 
committee will use the full force of its powers to get the information. 
In the case of another union, the United Mine Workers, they volun- 
tarily came forward with the details of their financial operations. 
Other information requested was in negotiation but we finally got the 
information. 

Now, why should we make an exception in your case ? 

Mr. Anverson. Mr. Chairman, we do not ask for that. We say we 
would prefer not to have them published. If you want to have them 
published, that is entirely up to you. 

Mr. Correr. Mr. Chairman, I would like to make this point. I do 
not think the subcommittee ought to be arbitrary in its rulings that 
this corporation should publish these figures. I think if there are any 
compelling reasons why they should not, we should hear them. 

I think I ought to point out that originally we sent 125 question- 
naires to the automobile industry, and 1 of these questionnaires was 
sent to General Motors. This was supplemental to a survey we made 
of the automobile industry. 

We requested information on insurance costs for 1954 and 1953 and, 
since it was for statistical purposes, we told them it would be treated 
on a confidential basis. When the information did come in, there 
seemed to be some characteristics about it that we wanted to look into 
further, and so we conducted some inquiry. As we developed the 
picture, we decided that it would be a good case to put on in a public 
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hearing, to explain this type of a collectively bargained fund and the 
reasons pro and con with respect to disclosure. — 

We did get this information on a confidential basis—not that we 
could not have gotten it on another basis, when we went into the facts 
further and developed the whole plan. We do not think that that is 
necessarily onieaiiiines but I think that we should mention it. 

I do think if General Motors have some other reasons, they ought 
to tell us and they should be explored. 

Mr. Anperson. We have no other reasons. 

Senator Dovueias. Do I understand, then, that you feel the public 
disclosure of this information would put you in a less advantageous 
position in collective bargaining, in that the representatives of the 
unions would know the status of the reserves and the allocations of 
costs ¢ 

Mr. ANperson. That is the gist of the statement I made earlier, 
Senator, yes, sir. 

Senator Douetas. To the chairman, it would seem that since these 
are matters for collective bargaining, there should be no legitimate 
objection to furnishing this information for both parties. You cannot 
bargain efficiently unless the facts are known to both parties. The 
information is a necessary basis for adequate collective bargaining in 
the personal judgment of the chairman. 

Mr. Anperson. We negotiate on benefits and the costs are imma- 
terial. 

Senator Dovetas. It does not seem that the two could be divorced. 

Mr. Correr. Are you suggesting, Mr. Anderson, at the time you 
write a collective-bargaining agreement, agreeing to furnish a specilic 
level of benefits, that you do not know absolutely exactly what it is 
going to cost? 

Mr. AnvERson. We certainly do not when we start; no, sir. 

Mr. Correr. Do you feel when you sign this contract, you are sign- 
ing a blank check? 

Mr. Anperson. We first negotiate benefits with the unions. The 
next thing we negotiate is how much the employee represented by the 
unions will contribute to the costs and whatever is left of that cost 
we must absorb. After we have reached that agreement with the 
union, we find out from the insurance company how much it is going 
to cost. That is how the figures show up there, 58 percent. 

Mr. Correr. When you get together, you know pretty accurately 
what it is going to cost. You have your insurance companies and 
your experts ? 

Mr. Anperson. I wish we were sure of what was going to happen 
in collective bargaining. We are not. 

Mr. Corrrer. Mr. Chairman, I feel that the Metropolitan Life In- 
surance Co. may be a party in interest here, and I would suggest that 
the representatives of that company be given an opportunity to make 
any statements they care to. 

Senator Doveras. Are there representatives of Metropolitan here? 
Would you care to make any statement and, if so, would you care to 
come forward ? 

Mr. Fitzuucu. If I may, sir, if it is in order, I would like just 1 
minute to talk to my client. 
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Senator Dovetas. Very well. 

Will you give your name for the record 

Mr. Frrzuvucn. Gilbert W. Fitzhugh, second vice president of the 
Metropolitan Life Insurance Co., of New York. 


STATEMENT OF GILBERT W. FITZHUGH, SECOND VICE PRESIDENT, 
METROPOLITAN LIFE INSURANCE CO., NEW YORK 


Mr. Frrznvucu. I am sure you realize we are in a little bit of a dif- 
ficult position here, sir. 

Senator Doveias. Will you not sit down and be at ease ? 

Mr. Frrznvueu. Thank you. 

We have no really different position on this than the General Motors 
Co., sir. I am sure General Motors Co. and we have nothing to con- 
ceal from this committee. We are very proud of the way this plan is 
operated. We think it has been in the public interest and in the in- 
terest of the employees, and we know donicul Motors feels the same 
way. 

There are a number of reasons why the general practice of disclosure 
to all and sundry of what goes on in these plans has difficulties, shall 
we say. But if the committee wishes to have the facts brought out, 
we will be very glad to give you any figures you want on any part 
of the operation of this program. 

As General Motors has said, we believe in this method of bargaining 
it makes no difference to the employees what these figures are. They 
got the benefits they were promised at no further cost than they were 
promised and, regardless of what the operations of the programs are, 
it makes no difference to the employees, which is unlike other types of 
plans. 

Mr. Correr. Mr. Fitzhugh, are you suggesting that a disclosure 
of costs would destroy this type of bargaining ? 

Mr. Frrzuvucu. No; it would not destroy it; no, sir. 

Mr. Correr. Would it seriously impair it? 

Mr. Frrzuvcn. I am not a bargainer, sir. I will have to pass that 
back to the parties at interest. 

If I may give a personal opinion, I think this is a matter for the 
parties at the collective bargaining table to decide. The two parties 
have gotten together, they have decided how they want to bargain. 
Some people prefer to bargain on a benefits basis, some on a cost basis. 
I take no position on which is better, but where the two parties volun- 
tarily have come together in collective bargaining and said, “This is 
the way we want to ) bargain,’ > it seems to me they should be allowed 
to do so, in peace. 

Senator Dovetas. It is merely a question of whether the public is 
also entitled to information on the aanenish status of the funds and 
the handling of reserves, investment policies, disposition of reserves, 
crediting of costs and so on, which are very important issues. 

Mr. Frrznvucn. If the committee wishes that information, we shall 
be very glad to give what we have in our possession. 

Mr. Correr. Frankly, I am disappointed. I have listened for hours 
to what I thought were rather eloquent arguments for the position 
that there should be no disclosure in this type of fund operation. It 
was my hope that the committee members would receive arguments, 
some of which were quite impressive to me, and that it would help 
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the committee resolve what it has to decide with respect to the need 
for legislation. 

Mr. Firzuvucu. Perhaps I am confused. There are two separate 
questions, here. 

As to the figures on General Motors, that is one thing. As to the 
general philosophical, or whatever argument you wish on the merits 
of disclosure and nondisclosure, and cents-per-hour bargaining versus 
benefit bargaining—whether this is the place when you are looking 
into the figures of General Motors for me to make a speech on that, 
I am not sure. 

Mr. Correr. General Motors has said here today that they have 
a fine program and that they are proud of it, and I think they should 

say that. If that is so, why are there elements of it that should not 
be placed under public scrutiny? I am asking anyone who wants 
to volunteer to give an answer. 

Mr. Anperson. Pardon me. I was halfway looking at another 
question, here. 

Senator Dovueias. Would the stenographer read the question ? 

(The question was read by the reporter.) 

Mr. Anpverson. I have stated our position and said it is up to the 
committee. If the committee wants to disclose it, you disclose it. 
There is nothing I can do about it. I do not think it is the proper 
thing to do, but if you elect to do it, it is all right. 

Mr. Correr. But can we not have any more detailed reasons as to 
the disadvantages, related to this particular plan, of disclosure to a 
Government agency, disclosure at this hearing, or disclosure to the 
employees on the operation and the 

Mr. Anperson. I think Mr. Fitzhugh has spoken for the Metro- 

olitan as to their position on it. I have spoken for General Motors. 
do not know the side roads you want us to go down for reasons other 
than the one I have given you. 

Senator Antorr. Mr. Anderson, this committee has been working 
now periodically for about a year since I have been acquainted with 
it, and before that, on these questions. I am sure you are appreciative 
of what the committee is trying to do and trying to find out. We 
have found, in some instances, gross abuses of pension plans. We 
have found, for example, in one plan, a payment of 10 percent broker- 
age fees, plus another half a percent on top of that, in a welfare plan, 
and of course that goes to costs. 

Now, it seems important to me that we should all understand what 
we are trying to do here. The committee—at least, I speak for my- 
self—has no desire to require you to disclose publicly what would 
place you in an unfair competitive position with a competitor, and I 
would say that if it would place you in an unfair position with the 
union with whom you have to bargain on an across-the-table basis, I 
certainly would want to give that a little further thought myself 
before reaching a decision on it. 

The information as I understand it, Mr. Chairman, which we are 
speaking of, has been given to our staff, but at the present time our 
staff holds it in a confidential position. Is that right, Mr. Cotter? 

Mr. Correr. We are treating it as confidential, today. 

Senator A.vorr. It was given to us on that basis? 

Mr. Correr. No, the 1954-1953 information was acquired by ques- 
tionnaire, originally on a confidential basis. We have been back since 
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for additional information and we have made no commitment on how 
we have taken the information, but because of the accent that both 
Metropolitan and General Motors put on the confidential nature of 
the information, we have treated it as such. 

Senator AuLorr. Now, with the background, gentlemen, I have just 
given, I think the thing that the committee would be interested in is— 
and I think this is what Mr. Cotter is trying to get at—specifically 
how would the public disclosure of this affect you adversely ? ¢ 

Mr. Anverson. Senator, I thought I illustrated the thought by 
stating that we negotiated this group insurance contract with 18 
different unions. And if we start negotiating on a cost basis rather 
than on a benefit basis, then we start “changing our whole method of 
handling our group insurance program. 

Senator Axxorr. In other words, you are saying then that the 
disclosure of this would tend to force you to negotiate upon a cost 
basis? 

Mr. Anperson. A cost basis rather than on a benefits basis. 

Senator Attorr. Well, that is one reason. 

Mr. Anperson. That is right. 

Senator Dovetas. I understand that we anticipated this difficulty, 
and early in August Mr. Reed telephoned to the National Labor Rela- 
tions Board concerning the duty under section 8 (A) (5) of the 
National Labor Relations Act of an employer to furnish relevant data 
on welfare and pension fund contributions and costs during collective 
bargaining negotiations. We received the following infor mal opinion 
from Mr. David P. Findling, Asssociate General C Younsel, who made 
it clear that he was not necessarily speaking for the NL RB or for the 
General Counsel and that his views were not binding upon them: 

As stated on the telephone I do not know of any controlling cases that are 
precisely in point. But I suggested that, assuming that pension and welfare 
plan costs and contributions were reasonably necessary to intelligent bargain- 
ing on the subject, it seemed to me that the logie of relevant board decisions 
indicated that the employer would be required to make such data available to the 
union and that it would, therefore, be a violation of section 8 (A) (5) of the 
act for him to refuse to do so. In expressing this view I assumed also that no 
unduly severe financial or other burden would be imposed on the employer in 
order to obtain and make the required data available, and I indicated that if 
undue expense were involved in making the data available, the board might make 
appropriate adjustments in respect to allocation of the cost of obtaining the 
data so as to avoid any unfair burden on the employer. 

Then a series of cases were cited in support of this informal opinion. 
We did not proceed without legal opinion on our side, and determined 
our request was not only proper but necessary. 

Mr. Bensamin. I can well appreciate why Mr. Findling stated it 

was an informal opinion and that it expressed his own views, because 
the very question to which he refers in his informal opinion has not 
been finally settled. 

Senator Doveras. That is correct. Again, we could have a diver- 
gence of views on that very point. 

I hope you will not stick to the letter of the law in this. We are 
trying to protect all parties and we are trying to work out a method 
whereby the interests of all groups will be properly protected. We 
have moved with great delicacy in this matter, but there are some 
important issues which we now believe necessary for the public inter- 
est. I would suggest that Mr. Cotter ask the witness or witnesses a 
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series of detailed questions and then they may make their choice as to 
whether or not they would desire to answer. 

Senator Attorr. Mr. ¢ yhairman, may I suggest this: you are plac 
ing these gentlemen in a position in which the -y hardly deserve to be 
placed. In other words, you are placing them in a position of perhaps 
being in contempt of the committee. 

Now, their position, as I understand it, before the committee has 
been this: “We do not want to do this, but if the committee says that 
we must, we will.” 

Therefore, it seems to me that the decision is ours to make as to 
whether or not we feel that this should be done, if we should proceed 
with the public exposure of this information which they believe to be 
vital to them and the disclosure of which would place them in an 
unfair position. If necessary I would suggest we might have a short 
executive session to discuss the matter. 

Senator Dovetas. That is just what I was going to suggest. The 
committee will recess for a few minutes. 

(Whereupon, a short recess was taken.) 

Senator Doueias. The committee will come to order. Those in the 
chamber will take their seats. 

The committee has come to a decision which I think is unanimous— 
mainly, that the law is no respecter of persons and applies to the 
powerful as well as to the weak, to the rich as well as to the poor, to 
the employers as well as to employees. In view of the fact that yes- 
terday we asked questions of representatives of labor—those we could 
get our hands on—and required replies, we cannot give different 
treatment to those now before us. 

In view of that decision, I will ask Mr. Cotter if he will ask such 
questions of the witness or witnesses as he believes are germane to 
the case. 

Mr. Bensamin. Mr. Chairman, solely for the purpose of making 
sure that the record is clear, I just want to make one observation which 
I am not quite sure was completely clear before the recess. At the 
time that the committee originally asked us to submit a questionnaire, 
the following statement was contained in the subcommittee’s letter 
transmitting the questionnaire: 

The information you supply in your completed questionnaire will be treated 
as confidential by the subcommittee and any publication of data will not disclose 
the identity of your company. 

Senator Atiorr. Will not disclose the identity of what? 

Mr. Bensamin. “Of your company.” When we submitted our 
questionnaire—fully completed, as we understood it—we simply 
indicated : 

We hand you herewith our statement. * * * It is our understanding that the 
questionnaire and the information submitted in response to the requests and 
questions therein “will be treated! as confidential by the subcommittee and any 
publication of data will not disclose” that the published data is that of, or fur- 
nished by, General Motors Corp. 

I thought we should make it clear that the original position that 
it was confidential was that of the subcommittee. 

Mr. Correr. I think I recited that earlier, Mr. Benjamin, and when 
you have an opportunity to examine these letters which I proposed, 
and the chairman agreed, should be submitted for the record, you will 
find that those letters are in that series. 
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I also want to point out that the only information that we have 
received from General Motors with respect to their detailed insurance 
costs is contained in the questionnaire which was originally obtained 
for statistical purposes, back in October, and that we have not had 
access to any other records, except the 1953 and 1954 information. 

Senator Doveuas. The questions which you are now about to ad- 
dress to the witnesses are not primarily based upon the material in the 
questionnaire, but upon later and supplementary information which 
you either have obtained or are now seeking ? 

Mr. Corrrr. Yes; and for the most part i not even relate to those 
years. 

Senator Dovuatas. So there is no breach of the pledge which staff 
made to those filling out the questionnaire ? 

Mr. Correr. We merely sought that information for statistical pur- 
poses and we gave assurance that it would be treated as confidential 
for that purpose. 

Senator Dovueias. And in any publication of the material obtained 
by this questionnaire, the anonymity of the company will be pre- 
served ¢ 

Mr. Corrter. In the statistical questionnaire; yes. Unquestionably, 
if we put forth the full facts and figures, the details will be set forth. 

I was going to point out, Mr. Chairman, in addition to the informa- 
tion submitted by General Motors, we did receive a rather complete 
yicture of the insured portion of the General Motors program, but 
there again we cannot vouch for the figures, in that most of them were 
read off Metropolitan spread sheets and were merely taken down by 
me, and there may be errors which need correction. I suggest that we 
get together and correct these figures and add whatever is necessary 
to complete the picture, before there is any submission to the record. 

Mr. Anderson, I would like to ask you if you can tell us what per- 
centage of contributions was made by employees of General Motors 
to the insured }> »rtion of the welfare program, prior to September 1, 
1950. If you do not have that broken down between hourly and 
salaried employees, would you give us the aggregate figure contributed 
by employees, as against the cost to management ? 

Mr. Anperson. Mr. Chairman, I would like to ask Mr. Sullivan of 
the financial staff to answer that question as he has the papers. 

Mr. Sutuivan. I am sorry but we do not have available with us at 
this time a breakdown of the costs of the insurance program between 
the salaried and hourly employees in the corporation. There is no 
breakdown available between salaried and hourly. We would have to 
supply that with the other information you request. 

Mr. Corrrer. We asked you for that information over a week ago, 
Mr. Sullivan, and that was again specifically called for by the sub- 
pena sent out Saturday, when your reply which we received on Sat- 
urday did not contain that information. 

Mr. Suxxivan. Harry, you have the request. I think the request 
was for hourly rate information. 

Mr. Correr. That is right. You determined you did not have that 
broken down. A complete answer, of course, would have been what 
you did have, which was for all employees. 

Mr. Bengamin. What is the pending question, now, Mr. Cotter? 
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Mr. Correr. It is: What was the percentage of contributions on the 
part of General Motors employees to this insurance program, prior 
to September 1, 1950? 

Mr. Bensamin. I believe Mr. Sullivan answered it, but the explana- 
tion is set forth on the first page of our submission; our most recent 
submission, if I understand your question correctly. 

Mr. Correr. That is not responsive. Will you read the question | ’ 

(The question was read by the reporter. ) 

Mr. Bensamin. Mr. Cotter, let me ask you if I may, if I under- 
stand your question correctly, isn’t that covered by item 1 of your 
subpena which we received at 5 minutes of 2 yesterday afternoon? 

Mr. Correr. It was also contained in our request of 10 days ago. 

Mr. Bensamin. Am I correct that that is the paragraph? 

Mr. Correr. Yes. 

Mr. Bensamin. As I indicated and as Mr. Sullivan said, we do not 
have the records here at the present time. 

Mr. Correr. Do you have an idea? And I address this to Mr. 
Gillen, who is head of the program. 

Mr. Giten. I do not know. 

Mr. Correr. You have no idea? 

Senator Doveras. Did you see the subpena for this material ? 

Mr. Gitten. I just saw it here. 

Senator Douctas. You did not see it before ? 

Mr. Gruten. Yes; I did. I saw it yesterday afternoon. 

Mr. Correr. Do you know whether it would be one-fifth, one-sixth, 
one-tenth, one-half? 

Mr. Giiten. Mr. Cotter, as we tried to explain to you, we do not 
think of the program in those terms and I do not know what the 
figure is. 

Mr. Correr. At the end of 1949, in your policy No. 14000-G with 
Metropolitan Life Insurance Co., you had old-age extended insurance 
reserves, and rate reduction reserves, in excess of $8 million on that 
policy; is that correct ? 

Mr. Gitten. Mr. Cotter, you are talking to the wrong man. I know 
nothing about those figur es you are reading. 

Mr. Bensamrin. Are those figures from Met tropolitan that you are 
reading? 

Mr. Correr. Yes. 

Mr. Bensamin. Mr. Fitzhugh would be the one to indicate whether 
those are correct or not; would he not ? 

Mr. Correr. I had assumed there had been some communication be- 
tween Metropolitan and General Motors with respect to this policy and 
the figures, and there would be some accounting, and we assumed some- 
one would come here from General Motors who would have knowledge 
of the situation. 

Senator Doveras. Mr. Cotter, was this information requested of 
them by our staff men who went to Detroit a week ago Friday? 

Mr. Cotter. No; but the general area; yes. 

Senator Dovcxas. Was it requested by the subpena which was served 
on them? 

Mr. Corter. I do not think so. We had already requested that they 
give us all information and memoranda with respect to the treatment 
of these reserves which are fundamental to this whole issue. They 
have had that request for some time. 
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Senator Dovexas. I should think you would be able to make a rough, 
approximate answer as to the proportion of the cost of this plan 
prior to 1950 which was borne by contributions of the employees. This 
does not seem to me to be an unreasonable question. 

Senator Nreety. Mr. Gillen says he is not the right man. Is there 
any one here who speaks for General Motors who can tell us who 
the right man is, and who does have the information that counsel has 
now asked for? 

Mr. Anperson. We have the information in Detroit, Senator. We 
will see that you get the information. There is no argument about 
that. 

Senator Nerry. You have that information then; have you? 

Mr. Anperson. Yes. 

Mr. Bensamtin. I have tried to indicate, Mr. Chairman, that the 
subpena which was received yesterday afternoon, just before we got on 
the plane is having attention, and certainly we are doing everything 
we can to get together information that is responsive to the subpena, 
and as soon as it is in presentable form, we are going to give it to the 
committee. As Mr. Sullivan indicated, we do not have it here today. 

Mr. Correrr. I would like to point out that when our staff members 
went to Detroit a week ago Friday, they were not permitted to talk 
to anyone because Mr. Gillen was out of town and he was the man 
who knew all about this and no one else did. Now, Mr. Gillen, are 
you the one familiar with this program, or should we be talking to 
someone else ? 

Mr. Gitten. As Mr. Anderson indicated, I think, in the opening 
part of his statement, he was going to talk about this thing primarily 
from the personnel standpoint. I am a member of the personnel 
staff and insofar as there are personnel aspects of this thing, I will 
talk about them. When you get over into the financial area, I do not 
know what the figures are. 

Senator Doveias. Who does handle that? 

Mr. Bensamrin. Mr. Sullivan is here from the financial staff. 

Senator Doucias. How long have you been with General Motors, 
Mr. Sullivan? 

Mr. Suttivan. Approximately 26 years. 

Senator Doveras. You have been in charge of this work for how 
long ? 

Mr. Sutxivan. Prior to 1949, I was headquartered in New York; 
there, my work in part consisted of working in the financial aspects 
of our benefit programs. 

Senator Doue.as. Since 1949? 

Mr. Suiuivan. Prior to 1949. 

Senator Dovetas. What have you done since then ? 

Mr. Sutxivan. Since 1949, I have been—wait a minute. I have my 
dates wrong, I am sorry. Since 1953, I have been in Detroit in tax 
work. 

Senator Dovernas. As an actuary, you have reviewed the past ex- 
perience of the welfare plans as well as the present experience? 

Mr. Sutxrvan. I know the present experience. 

Senator Dovenas. As an actuary, did you not of necessity go into 
something of the past experience ? 

Mr. Sutxitvan. [am sorry, I am not an actuary. 
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Senator Doucias. Oh, I beg your pardon. I understood you to say 
you were an actuary. 

Mr. Sutuivan. No. 

Senator Doveias. Well, what are you, then ? 

Mr. Suttivan. Well, the best I can say is that I am on the financial 
staff of the corporation and work in the financial area. 

Senator Douatas. Have you been specializing in the field of welfare 
and pension funds? 

Mr. Suuiivan. Prior to 1953; yes. 

Senator Doveias. And since 1953? 

Mr. Suttivan. In tax work. 

Mr. Correr. Well, Mr. Chairman, may I read a paragraph from 
the letter which I sent to Mr. Hogan, general counsel of General 
Motors, on November 234% ‘The second paragraph: 

As the subcommittee will desire top legal opinion and expert technical knowl 
edge with respect to the past operation of the plans, it might appear from our 
contacts with your corporation during the past week that the presence of Mr. 
Gillen and yourself would be most desirable. Mindful of other demands which 
may be placed upon the time of either you or Mr. Gillen, in the event alternates 
with the same degree of authority and knowledge can be designated, this would 
be, if necessary, acceptable. 

Now, who is your technical man with respect to this insurance pro- 
gram ¢ 

Mr. Bensamin. In which area, personnel or financial ? 

Mr. Correr. We are not talking about areas, Mr. Benjamin. We 
want to discuss the facts of this insurance policy. 

Mr. Bensamin. And we want to give them to you. Mr. Gillen has 
indicated that he is connected with personnel research and the per- 
sonnel staff. Mr. Sullivan is on the financial staff and, as he has in- 
dicated, up to 1953 he was pri:;arily concerned with the financial 
aspects of these employee benefit plans. In his present capacity in 
connection with tax work, he is also generally familiar with 

Senator Doveras. Well, he is authorized to speak for General 
Motors? 

Mr. Bensamin. That is correct. 

Senator Doueuas.-I think we can address the questions to him. Mr. 
Sullivan, am I correct that prior to September 1, 1950, you kept no 
separate records for hourly and salaried employees in connection with 
the welfare plan? 

Mr. Sutiivan. That is correct. 

Senator Dovueias. Am I also correct in believing that on the entire 
program there was a surplus and a reserve in excess of payments? 

Mr. Sutxivan. The claims incurred in the contract in many of those 
years were less than the total premiums which we paid to the Metro- 
politan. 

Senator Dovetas. The claims were less than the-——— 

Mr. Sutuivan. The actual claims and expenses were less. 

Senator Dovcias. There was a surplus? 

Mr. Sutiivan. Yes. 

Senator Dove.as. How much was this surplus at the Ist of Sep- 
tember 1950? The surplus reserve ? 

Mr. Sutuivan. I am sorry, I just do not have those figures with 
me. 

Senator Dovetas. Do you have any idea? 
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Mr. Sutuivan. It is possible that the Metropolitan may be able to 
give you those figures. 

Mr. Correr. We have them, sir. Your policy No. 14000-G, at the 
end of 1949, reflected reserves, outside of incurred-claim reserves, of 
eleven-million-four-hundred-odd-thousand dollars. 

Mr. Suttivan. Subject to checking, we could accept those figures. 

‘ . . . 

Mr. Correr. Of that amount, over $6 million were old-age reserves, 
and over $2 million were rate-reduction reserves. Now, for 8 months 
in 1950, it is our understanding that this No. 14000-G policy with 
Metropolitan still covered all hourly and salaried employees. 

Mr, Sutitvan. That is true. 

Mr. Correr. As of September 1, 1950, the hourly employees were 
clivorced from the salaried employees. 

Senator Dovetas. Is that correct ? 

Mr. Sutxivan. That is true. 

Mr. Correr. But the reserves were left with the salaried group? 

Mr. Sutzivan. That is partiallystrue. 

Mr. Correr. Would you explain why it is only partially true? It 
is our understanding that that is what was done. 

Mr. Sutiivan. This question was asked in connection with the in- 
formation requested of us a week ago, which was supplied to you on 
Saturday morning. It is item No. 5 in that submission. 

Mr. Bensamrin. In the material submitted last Saturday. 

Senator Dovetas. For the sake of the record, would you give that? 

Mr. Sutiivan. Let me read the entire item. [Reading:] 

Since 1926 the corporation has made a group insurance plan available to its 
employees. Both hourly rate and salaried employees have participated in the 
plan. Prior to May 1950, the plan was not included in any collective bargaining 
agreement. 

In 1950 the corporation developed a revised group insurance plan for its 
hourly rate employees. As a result of collective bargaining, this plan was 
incorporated in the 1950 labor agreements with several unions representing 
General Motors employees. The plan became effective September 1, 1950. 

When the new group insurance plan for hourly rate employees was adopted, 
it was insured under a separate policy. Previously, the group insurance plans 
for both salaried and hourly rate employees had been covered by a single policy 
under which the financial experience of both groups of employees was combined. 
It was decided that the new group insurance plan for hourly rate employees 
should be insured under a separate policy because it was necessary for the 
corporation to have financial experience for the new hourly rate plan separate 
from the financial experience for the salaried employees’ insurance plan. The 
use of a separate policy accomplished this. 

The agreement with the union specified both the benefits to be received by 
the represented hourly rate employees and the contributions such employees 
were to make, and required the corporation to pay the balance of the cost of 
the agreed-upon coverages. 

The new policy was to stand on its own feet financially and be entirely de- 
pendent upon premiums paid from the date it became effective. This was de- 
cided by the corporation and was agreeable to the insurance company. By 
amendment of the old. policy, which was continued to cover salaried employees, 
the new policy was given the protection of reserves, if required 


Senator Doverias. May I interrupt? When you speak here of the 
new policy, do you mean the new policy for salaried employees? 

Mr. Sutuivan. The new policy covering hourly rate employees. 
[continuing :] 





which had been accrued under the old policy, which was then continued to cover 
salaried employees. The new policy, which covered hourly rate employees only, 
was given the protection of the reserves, if required, which had been accrued 
under the old policy. 
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The corporation has been advised by the insurance company that since 1953 
the reserves established under the new policy for hourly rate employees have 
been at the required levels so that this protection is no longer required. 

Mr. Correr. Let’s examine that a minute. You divorced the hourly 
from the salaried employees September 1, 1950. In our discussions 
over 214 days with the Metropolitan, there was no suggestion that the 
reserves were placed at the disposal of the hourly rate employees. At 
the time of the : changeover, the reserves that had been in the policy up 
to September 1, 1950, were retained to the credit of the salaried 
employees. 

Now, do you have any documentation which was made at that time 

to substantiate your statement that these reserves, by an amendment 
of the policy, were to protect hourly rate employees? 

Mr. Suntitvan. We could provide the amendment itself. 

Mr. Correr. What does the amendment say ? 

Mr. Sutitvan. That the reserves under the old No. 14000-G are 
available under the new policy No. 15500. 

Mr. Correr. Just the same as the premiums of the hourly are avail- 
able to the salaried if the salaried had catastrophic experience and 
the hourly didn’t, you put your insurance with Metropolitan under a 

master plan, and Metropolit: in looked to the master plan first, and 
then they broke it down independently by premiums, claims experi- 
ence, and reserves w ithin the plan; is that not correct ? 

Mr. Sutzivan. That is not my understanding. 

Mr. Correr. Well, maybe we should have Mr. Fitzhugh up here. 
Would you come up, Mr. Fitzhugh ? 


Senator Doveias. Mr. Fitzhugh, I don’t think you have been 
sworn—has anybody been sworn ? 

Mr. Bensamin. Yes, Mr. Anderson. 

Senator Doveias. Do you solemnly swear that the testimony you 
are about to give will be the truth, the whole truth, and nothing ‘but 
the truth, so help you God? 


TESTIMONY OF GILBERT W. FITZHUGH, SECOND VICE PRESIDENT, 
METROPOLITAN LIFE INSURANCE CO., NEW YORK, AND JOHN 
SULLIVAN, OF THE FINANCIAL STAFF, HEAD OF THE TAX SEC- 
TION, GENERAL MOTORS CORP. 


Mr. Firznvuen. I do. 

Senator Doveras. Mr. Sullivan, will you raise your right hand? 
Do you solemnly swear, or affirm, that the testimony which you are 
about to give is the truth, the whole truth, and nothing but the truth, 
so help you God? 

Mr. Sutiivan. I do. 

Senator Doueias. Are you going to offer testimony ? 

Mr. Bengamin. I am not. My comments have been as counsel. 

Mr. Correr. Mr. Fitzhugh, did you hear the discussion? 

Mr. FirzHuen. Yes, sir. 

Mr. Correr. Can you shed some light on it? 

Mr. Firzuven. On these reserves, I think the situation is essen- 
tially simple, although in insurance things look a little complicated. 
Prior to the separation of these policies in 1950, as has already been 
testified, there was only one policy covering all employees, salaried 

620383—56—pt. 8——19 
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and hourly combined, because there was no reason up to that time 
to separate them. U nder those policies the Metropolitan, in accord- 
ance with normal insurance practices, built up a number of different 
kinds of reserves. One that Mr. Cotter has explained is the claims 
reserve which is just put aside to pay the claims that are already in 
process. 

Senator At.orr. I am sorry, I didn’t hear that. 

Mr. Firzuvuen. I will just give an example. 

Senator ALuorr. Just state what you said, 

Mr. Firznvuen. Claims reserves are reserves put aside to pay claims 
that have already occurred but we haven't got around to paying yet. 

Mr. Corrrr. Those are not those we have been disc ussing. 

Mr. Firzuvueu. No. The reserve under discussion primarily was 
what you called the old-age reserves. That reserve arose from the 
fact that General Motors Corp. recognized when they amended their 
plan in 1948—and that is why 1948 is the date here—for the first time 
to continue life insurance on retired employees, or older employees 
after they had left the service of the corporation, that that introduced 
a new cost element into the operation of the program. The list of 
retired people was going to grow considerably over the years and 
that cost was going to increase. They recognized that possible. in- 
crease in cost, sat down with us and said, “What can we do about it?” 
They also at the same time recognized the fact that, for one reason 
or another, at some time in the future they might find it necessary 
to discontinue the policy for the active e mployees. 

Mr. Correr. To do what? 

Mr. Firznucu. Discontinue the policy for the active employees. 
They felt if that should ever become necessary—none of us hoped it 
ever would, of course—they wondered what would happen about the 
retired people. It would not be practical to continue the insurance 
on a group of retired people alone, on a normal group insurance basis, 
because the average age might be 75 and the premium would be pro- 
hibitive. So they said, “What can the Metropolitan do to help us 
assure these retired people that should we ever find it necessary to 
cancel out, they will not cS left high and dry?” 

We worked out with them an amendment to their policy which gave 
them the right, in this eventuality, of continuing the insurance on 
the retired employees only. Obviously as an insurance company we 
could not give that right to leave us with only those older people unless 
we had a “substantial reserve to help pay the cost of that imsurance 
in that eventuality. Therefore, we determined—our actuaries deter- 
mined—what we thought that reserve should be and that reserve was 
set up under that old policy. 

Now you come to the point of when that was split off. 

Mr. Correr. Mr. Fitzhugh, I think we should point out that we 
appreciate that this is a recognized method of handling insurance, 
and may be a good one, and no issue is being made of the fact that 
reserves are used. 

Senator Dovetas. Or were used. 

Mr. Corrrer. Or were used, in the operation of this policy. Would 
you tell a what the reserves were at the end of 1949 on policy No, 
14000-G ? 

Mr. Firzuvucu. At the end of 1949, $6,030,387. 
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Mr. Correr. You had a rate reduction reserve in excess of $2 
million ? 

Mr. FrirzHueGH. $2,333,891. 

Mr. Correr. Proceed. 

Mr. Frrzuveu. ‘Those reserves were set up by the Metropolitan, as 
I said, in order to accomplish this purpose of protecting these retired 
employees. When the time came to split up that policy into two 
parts ; 

Mr. Corrrr. Now, let’s get that picture a little more clearly. At 
this time, it is a voluntary plan which is subscribed to in excess of 90 
percent by hourly rate eperes, and the contributions are pre 
ponderantly employee contributions, not broken down particularly be 
tween salaried and hourly, but preponderantly employee contributions 
with the corporation, however, standing some costs and the admin 
istration charges. Is that correct? Is that your impression of it‘ 

Mr. Firzuvcu. I have to say there that my evidence is hearsay. | 
believe that is so. What the contributions are, the proportion and 
so forth—we have no records on that, of course. 

Senator AtLorr. Mr. Cotter, your statement was that at this time 
that was just hourly employees. The statement you just made said 
that. 

Mr. Correr. I don’t think so, Senator. 

Senator Atiorr. That isn’t true, is it / 

Mr. Correr. I said, to which the hourly employees subscribe over 
90 percent, but the plan itself is an employee plan without respect to 
salaried or hourly. 

Senator Doucias. Mr. Fitzhugh has introduced matter of which 
General Motors says at the moment they are not aware. Are you 
saying, first, Mr. Cotter, that payments to the plan prior to September 
1, 1950, were overwhelmingly paid by the em ous as a whole? 

Mr. Correr. Not overwhelmingly, but Saeed, 

Mr. Frrzuvucn. Well, sir, if I may speak to that, as I understand 
the submission that General Motors has already made, while they 
haven’t got the actual breakdown of the figures for which you have 
asked, they have stated that the claims that were paid—the claims 
alone—exceeded the employees’ contributions to this combined plan 
prior to that date. 

Mr. Correr. The incurred claims? 

Mr. Frrzuven. The incurred claims, yes. Now, on that basis, and 
on the basis of bargaining—there was no bargaining at that time, | 
am sorry—on the basis this plan was offered by General Motors to the 
employees, fixed contributions were paid and these reserves were put 
up, but whether they were put up or whether they were not put up, 
made no difference to the employees in either their benefits or their 
costs. 

Mr. Corrrr. They contributed to them, did they not ? 

Mr. Frrzuvcu. It made no difference to the employees— 

Senator Doveras. The question is to the disposition of the reserves 
accumulated under the prior plan when it was divided into two 
policies. 

Mr. Firznvucn. It made no difference to the employees one way o1 
the other. . 

Mr. Correr. Did the employees prior to 1951, under the decision 
made in 1948, contribute to reserves under this plan ? 
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Mr. Firzxuen. In my opinion, no, sir. 

Mr. Correr. Well, how do you explain that, please ¢ 

Mr. FrrzxHueu. On the very basis under which this plan was offered. 
General Motors has assumed all the cost of the program under a fixed 
employee contribution. Now, whatever goes into that cost, whether 
it is expenses, whether it is reserves, or whatever it might be, did not 
affect the employee contributions and, therefore, did not come from 
employee contributions. 

Senator Douctas. May I ask this question: Did Metropolitan have 
a record as to the proportion of the contributions into the plan which 
were made (a) by employees and (b) by the company ? 

Mr. Firzuvcn. No, sir. 

Senator Dove.as. You have no such record ? 

Mr. FrrzHucnu. No, sir. We have no way of getting that infor- 
mation. 

Mr. Bensamin. I thought maybe Mr. Sullivan could contribute 
something. 

Mr. Correr. Going back to the subject we were discussing, Mr. 
Fitzhugh, suppose the policy for 1949 and 1950, prior to September 1, 
cost $1 million and the employees of General Motors contributed 
70 percent and General Motors contributed 30 percent, and reserves of 
$1 million a year were set up under the plan—this may be out of 
proportion. 

Mr. FirznHucnH. You can’t get a million dollars reserves out of a 
million dollar cost. 

Mr. Corrrer. I mean $10 million and $1 million, then. Would not 
the employees of General Motors be contributing 70 percent to any 
reserves that were set up, just as they would be contributing to claims 
or anything else? How could you divide your costs by saying “Gen- 
eral Motors paid for this and the employees paid for that?” It was 
a contributory plan which both were paying into in varying amounts. 

Mr. FrrzHucnH. You are asking a matter of opinion, sir, as to who 
belongs to what money, as it were. The fact remains that that isn’t 
the arrangement. They didn’t say, “We will pay 30 percent and 
you pay 70 percent.” They said, “You pay whatever it is a month, 
and we will pay the other.” 

Mr. Correr. They said, “As an employee, if you pay so much a 
month, you can have certain benefits.” Is that right? And they said, 
“We will pay the balance.” Is that right? 

Mr. FrrzHucn. Yes, sir. 

Mr. Correr. But the costs were totaled up to a certain figure, and 
the various elements that went into the insurance and the reserves 
and the taxes and the claims were shared proportionately on the same 
percentage they were paid in. Isn’t that correct? 

Mr. Fitzuvucen. I am not sure that there is any profit gained in 
debating this question of division of costs, sir. I happen to disagree 
with you. I don’t know that that is important. 

Mr. Corrter. I think it is quite important. It would determine 
whether or not the hourly employees had some equity in these reserves 
as of September 1, 1950, when, according to the account I received 
from you—and it is a somewhat different version from that of General 
Motors—they were left with the salaried group, and the hourly group 
was started from scratch, and a new reserve recaptured from their 
premiums. I think it is quite important. 
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Mr. Firzuveu. Do you have a question? Is there a question at the 
moment ¢ 

Mr. Correr. Well, I wanted to know if you wanted to address you! 
self further to it. 

Mr. Firzuucu. I think I have expressed my feeling on the matter. 

Mr. Correr. If I understand you correctly, you feel that even 
though the costs of the insurance might be borne on a T0—3U basis, or 
an 80-20 basis, the employees bearing the larger percent, any reserves 
that were in there would be identifiable as money of the corporation, 
rather than as money of the employees? 

Mr. Firzuvucu. I don’t think that is exactly what I said, sir. 

Mr. Corrrer. Would you state it so that we can have it clearly ¢ 

Mr. Firznucu. Can anyone suggest a more explanatory way of 
saying it ? 

Mr. Corrrer. Maybe it would be well for you to point out the inac- 
curacies of my statement. 

Mr. Firzuvceu. Well, your statement was predicated, as I recall your 
statement, on the factor that they share the cost on some percentage 
basis and that is not the fact of the matter. That is not the way the 
plan was designed—as a sharing, on a percentage basis. 

Mr. Bensamin. I think perhaps Mr. Sullivan can contribute some- 
thing that might be helpful. 

Mr. Correr. Does somebody else want to say something on that 
point? 

Mr. Sutiivan. In the first place, I am going to make a guess, and 
it is going to be subject to our reviewing our records, but I would say 
that during the immediate period prior to bargaining, on our 1948, 
1949, and 1950 plan, that the cost relationship was somewhere between 
35 and 40 percent. It wasn’t exact. 

Senator Doveras. That is contributions of the company ? 

Mr. Sutiivan. The corporation contributed between 35 and 40 per- 
cent. I say I am guessing at that. I want to be able to check it and 
correct the record. 

Senator Dovucuas. Therefore, the contributions of the employees ran 
from 65 to 60 percent ¢ 

Mr. Sunuivan. I would want to refer to what Mr. Anderson said 
first. He pointed out that what the corporation does is make available 
a plan with ee benefits and for that plan, during that period, 
they offered the benefits to the employees for a fixed employee con- 
tribution. 

The corporation said, “We will pay the balance of the cost of the 
plan, plus the administrative expenses.” The corporation didn’t 
know what the cost was going to be, exactly. They had estimates 
prepared by the insurance company of the rates that they would ini 
tially charge. The insurance company would only guarantee those 
rates for a specified short period—lI think it was a year, wasn’t it, Mr. 
Fitzhugh ? 

Mr. Frrznvucn. Yes. 

Mr. Sutuivan. This distribution of cost is the result of the experi 
ence under the contract, and then the relationship becomes what the 
employee contributions are in relation to that cost. If no reserves had 
been set up, the reduction in cost, because of not setting up reserves, 
would have been a reduction in the corporation’s contribution, not in 
the employees’. In other words, in establishing reserves to benefit 
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the employees, the corporation was putting up additional money. 

Mr. eek I think we understand that, or it should be understood 
that that was the way it occurred. 

Mr. SuLLIVAN. So that, if the corporation had agreed with the em- 
ployees to develop some sort of a plan under which the corporation 
would contribute a fixed amount and the employees would contribute 
a fixed amount, one might say that the surplus then accrues to both 
parties. That was not the case in the type of plan that we established. 

Mr. Correr. But you did eventually establish a cost, did you not, 
an aggregate cost / 

Mr. | Sutiivan. A cost resulted from the experience. 

Mr. Correr. Now wait a minute. You established an aggregate cost, 
and you established what percentage was contributed by the corpora- 
tion, what percentage by the employees. Now, did you give the em- 

sloyees any voice in how the wali) ‘y would be manipulated for their 
beni protection—maybe “manipulated” is the wrong word. 

Mr. Sutzivan. Thank you. 

Mr. Correr. How it would be maintained for their best protection, 
or to get insurance at the least cost, and so forth ? 

Mr. SutiivAn. We explained to the employees what benefits they 
would receive, under what circumstances they would receive those 
benefits, who was insuring the plan, how much they had to pay for the 
benefits, and we said, “the cor poration will pay the balance of the 
cost.” And.it was the employees’ own decision whether they took 
advantage of that opportunity or not. 

Mr. Correr. Now, in 1948 you set up a retired life, extended insur- 
ance reserve; is that correct? 

Mr. Suttivan. In 1948—— 

Mr. Correr. In 1948? 

Mr. Sutiivan. I am sorry. In 1948 we amended our group insur- 
ance plan. We made a complete revision at that time, liberalizing 
the plan and for the first time—— 

Mr. Corrrer. You have gone over that earlier, but in 1948 did you 
decide to set up these reserves for old age and retirement ? 

Mr. Sutivan. No, sir. 

Mr. Correr. Excuse me. Will you correct me? 

Mr. Svriivan. The amendment of the program to permit us to 
continue the contract for the older people, if it were canceled for the 
younger people, was done in 1949—Do you have the exact date, Mr. 
Gillen? 

Mr. Correr. Tam sorry. Mr. Fitzhugh, you gave a 1948 date, didn’t 
you! 

Mr. Frrznven. I think it is a matter of technicality as to exactly 
when it became effective—when we talked about it, when we agreed 
on it and when it became effective—but it was in that general area. 

Mr. Correr. It was in the latter part of 1948? 

Mr. FirzHucu. Somewhere in 1948 or 1949. It is easy enough to 
determine. 

Mr. Correr. I don’t know that the exact date is important. Now, 
will you explain again—I think Mr. Fitzhugh has said something on 
the point—why these reserves were set up? 

Mr. Sutiivan. Well, I don’t think I can add a great deal to what 
Mr. Fitzhugh said about the thing. We recognized \ when we amended 
the plan in 1948 that as the plan continued in effect, the relationship 
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of the people who were retired and who were taking with them this 
continued insurance, would continually increase, until some point of 
stabilization, in relation to the active employees. As that occurred, 
the amount of claims that we would have under the contract—and, of 
course, the claims affect the rate that we would have to pay for the in- 
surance—disturbed us because it seemed as though some of that cost 
should be recognized, at that time. 

We discussed this matter with the insurance company and the prob- 
lem was worked out by this amendment of the plan that I referred to 
before—an amendment under which we could cancel a contract with 
respect to younger employees and continue with respect to older 
employees. The Metropolitan advised us that if the plan was so 
amended, and they were willing to make the amendment, it would be 
necessary for them to establish certain reserves. 

Now, by establishing these reserves, they automatically increased 
our costs. Since that accomplished the purpose that we were trying 
to get at—that is to reflect currently some of the cost of this continued 
insurance, and since we recognized that if we did ever have to cancel a 
contract, we couldn’t very well leave the older employees out on the 
limb—this amendment seemed to be a perfectly good thing to do, and 
we made the amendment and the Metropolitan, as I understand it, set 
up such reserves as their actuaries felt were necessary. 

Mr. Correr. But this was during the time when the employees were 
contributing into the cost of the plan on a 40-60, or some other per- 
centage, basis? 

Mr. Sutnivan. Again, they were contributing a fixed employee con- 
tribution. 

Mr. Corrrer. The costs divided themselves in that manner? 

Mr. Suutivan. The cost is the result—in other words, if we have a 
lot of people sick during the year, we are going to have high costs, 
and in that particular year the corporation would be paying an ex- 
tremely high figure. If the year was a good year as far as health is 
concerned, and very few people die, our cost would be low, and our 
percentage would be low. 

Mr. Correr. But you could always arrive at a percentage as to how 
much it cost employees and how much it cost the company ? 

Mr. Suttivan. After the fact; yes. Maybe in March, April, or 
May somewhere, the following year, we would get the figures together 
and we would say, “The plan cost us so much; the employees con- 
tributed so much, and we contributed so much.” 

Mr. Correr. The setting up of these reserves—did that give the older 
employees greater protection ? 

Mr. Sutiivan. The fact that we had the right to cancel the contract 
with respect to younger employees, and be able to continue for the older 
employees, I think did give the older employees protection. 

Mr. Correr. Did they have any vested interest in these reserves ? 

Mr. Suttivan. No. 

Mr. Correr. Prior to retirement or subsequent to their retirement? 

Mr. Suttivan. No. We have expressed in our employee booklet 
that we hope to continue this plan, and so long as we continue this 
plan, of course, the employee has benefits. 

Mr. Correr. Did you have a retired life-insurance program in 1949 
and 1950? 
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Mr. Sutiivan. We put it into effect in 194. 

Mr. Correr. Contemporaneously with setting up the reserves? 

Mr. Suuuivan. We have a little difference of opinion. I think in 
1948 we amended the plan to make continued insurance available. 
Then I think either late in 1948 or 1949 we amended the contract. 

Mr. Correr. Certainly these reserves were set up in connection with 
that ? 

Mr. Suxtiivan. Yes, they were. 

Mr. Correr. Now, when you went under collective bargaining, 
September 1, 1950, acording to Metropolitan’s figures, these reserves 
of $11 million—of which $6 million are the old-age and the balance in 
various brackets—were left or transferred, or anyway you want to put 
it, to the salaried group. Even the amount of reserves that had been 
captured against the hourly rate employees during the first 8 months 
of 1950 was transferred to salaried. 

Mr. Suuttvan. I don’t understand “captured.” 

Mr. Corrrer. Well, maybe that is the wrong term. 

Mr. Suniivan. Have we made it clear that during this entire—— 

Mr. Corrrer. You take reserves out of premiums, do you not? And 
you have to capture them from somewhere, and you captured them 
from premiums—that is what I meant. 

Mr. Sutiivan. In the material that we delivered to you last Satur- 
day morning, we made this statement—— 

Senator Atzorr. Will you tell me the page you are referring to, Mr. 
Sullivan ? 

Mr. Sutuivan. This is 1-A of our submission of last Saturday 
morning. Wait a minute. It is page 1, not 1-A, I am sorry. If I 
might read that. We had been requested to give information with 
respect to our hourly rate employees’ experience from 1948 through 
September 1, 1950. As we pointed out on numerous occasions before, 
we don’t have such a breakdown of cost. 

Mr. Correr. You haven’t furnished a breakdown with respect to em- 
ployees in General Motors? 

Mr. Sutrivan. In explaining why we are not responding to the 
requested information, we said, “Prior to September 1, 1950, no sep- 
irate records were kept for hourly and salaried employees. However, 
on the entire program, the net claims incurred exceeded the total em- 
ployee contributions. In addition the corporation’s cost—that is, in 
addition to paying the difference between the—— 

Mr. Correr. That is regardless of whether the employees contrib- 
uted to these reserves or not? 

Mr. Sutxivan. That is what we are discussing. “In addition the 
corporation’s cost included expenses, taxes, contingencies, and other 
reserves. 

Mr. Correr. We are not discussing that, are we, Mr. Sullivan? 
Maybe you misunderstood me. I say Metropolitan’s figures showed 
that as of September 1, 1950, these reserves that formerly ‘stood against 
all hourly and salaried employees under the policy were transferred 
to salaried alone, and that your hourly employees started out from 
scratch with no reserves ¢ 

Mr. Sutiivan. That istrue, Mr. Cotter. Might I expand on that? 

Mr. Correr. So as a result of the last 4 months’ experience in 1950 
in the capturing or setting aside of these reserves, according to our, 
perhaps, erroneous figures, your gross retention for the last 4 months 
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on hourly rate employees was 30.7 percent as against 12.1 percent 
which included reserves on both salaried and hourly rate employees 
for the first 8 months of 1950? 

Mr. Sutuivan. That is right. 

Senator Douc.as. First, let’s get the facts. Is it true that reserves 
previously accumulated for salaried and wage employees were, upon 
the separation of plans, placed to the credit of the salaried em- 
ployees? 

Mr. Suttivan. I tried to answer that before, Senator. 

Senator Dougias. Can you give a direct answer to that 

Mr. Suttivan. The reserves remained under the old contract, but 
by an amendment of that contract were made available for the hourly 
rate employees, if needed, to protect that contract. 

Senator Dovcias. There was a residual claim of the hourly em- 
ployees. As a matter of fact, where were the reserves transferred ? 
Were they transferred to the hourly employees, to the salaried em- 
ployees, or divided between them ? 

Mr. Sutuivan. The reserves remained in the contract No. 14000, 
which after the separation covered only salaried employees. But by 
an amendment of that contract, those reserves were available for use 
under the hourly contract. 

Senator Doucrias. I understand. It was a contingent liability. 
That is the first thing we have been trying to establish and have been 
working for an hour to try to get that information. 

Mr. Corrrr. But they weren’t used and they weren’t left in any 
way to the credit of the hourly employees, so it was necessary to recap- 
ture or to set aside these reserves against hourly employees from 
scratch and build them up to the required level, is that correct ? 

Mr. Sutiivan. Yes; out of corporation contributions. 

Senator Attorr. Wait a minute. I want to hear all of that. 

Mr. Sutiivan. Out of corporation contributions. 

Mr. Bensamin. May we have the question read back, please ? 

Mr. Correr. Yes. 

(The reporter read the question.) 

Mr. Correr. Did you monitor this money when it went into the 
tub, and just put “employee contributions” against certain things, and 
“corporation’s contributions” against other things in the policy? 

Mr. Sutiivan. What we have to come back to again is that we offered 
the employees a plan with fixed benefits, and for that there is a fixed 
contribution. The balance of the cost is paid by the corporation. A 
specified premium is paid to the Metropolitan—whatever their pre- 
mium rate is—by the corporation. To the extent that they use that 
premium—that is, the excess of that premium over claims—to es- 
tablish reserves, it increases the corporation’s cost. 

Mr. Correr. We don’t want to give a false impression here, Mr. 
Sullivan. We thoroughly understand that the employees’ contribu- 
tion was fixed, that the corporation made up the difference of the 
cost, whatever it was—there was nothing illegal about it. But we are 
talking primarily, I think, about equities here. Did you tell the em- 
ployees, or the employees’ representatives, at the time you took these 
equities away from the hourly group and put them in a policy or a 
group by themselves, under your master plan, that you had taken 
these reserves or left them with the salaried group? Was any notice 
given to the employees or their representatives ? 
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Mr. Svutuivan. From the inception of this program, Mr. Cotter, 
we gave the employees the information 

Mr. Correr. Could you answer my question, sir ? 

Mr. Suuxiivan. Iam trying to. 

Mr. Correr. Iam sorry. 

Mr. Suuuivan. I am trying to point out what we told the employ- 
ees and all we have ever told the employees 
Mr. Correr. Iam asking you if you told them about these reserves. 

Mr. Suttivan. We have never discussed the reserves with our em- 
ployees. 

Mr. Correr. Did you ever discuss the reserves with the union repre- 
sentatives in connection with collective bargaining ? 

Mr. Suutirivan. No, sir. 

Mr. Correr. Do they know anything about it ? 

Mr. Suuiivan. No, sir. 

Mr. Correr. Now, if you could take those reserves away from the 
hourly employees at that time and start building them anew, what 
would prevent you from doing the same thing at the present time and 
still tell no one, when you at the present time have built up reserves in 
excess of—if I am correct, Mr. Fitzhugh—$11 million—in excess of $9 
million for old age, and for rate reduction $1.8 million ¢ 

Mr. Suttivan. May I preface my remarks by saying this: We give 
the employees a booklet which explains to them what the group in- 
surance plan is, what their benefits are, and what we are asking them 
to contribute for those benefits. There is absolutely nothing in that 
book that says we are committing ourselves to build up reserves for 
either hourly or salaried employees. Those reserves are built up by 
the Metropolitan out of premiums that are paid, as the actuarial re- 
quirements under our policy. 

Mr. Cotter. Well, now, is it a device to make cheaper insurance, or 
is it a device to give additional protection to the employees, or is it 
both? Will you explain ? 

Mr. Suttivan. As far as the cheaper insurance is concerned, the 
matter of the cost of the insurance to the employee has been negotiated, 
as Mr. Anderson has stated. The purpose of these reserves, I believe, 
has been explained by Mr. Fitzhugh. In the case of the rate reduction 
reserve, it does permit a lower premium to be paid by us during the 
period. That is something that was worked out between the corpora- 
tion and Metropolitan. In the case of the continued insurance reserve, 
it is an added protection to the employee. 

Mr. Cotrer. Now, what is this contribution you make toward this 
policy? It isn’t a voluntary contribution, is it? 

Mr. Sutxivan. Our contribution ? 

Mr. Correr. Yes. 

Mr. Sutnivan. Oh, yes. 

Mr. Corrter. It is a voluntary contribution ? 

Mr. Su.uivan. Well, to this extent: When we offered the plan to the 
employees and said, “We will give you these benefits if you contribute 
these amounts, and we will pay the balance of the cost of the plan.” 
That is something that the corporation has offered to do. 

Mr. Correr. Do you get a tax deduction on the costs that you put 
into this insurance plan 4 

Mr. Sutuivan. Of course. 

Mr. Correr. On what basis do you get it ? 
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Mr. Sutiivan. Well, whatever our payments to—that is, the pre 
miums we pay to the insurance company, less the contributions that 
we collect from the employees, is an ordinary and necessary business 
expense. 

Mr. Correr. So are salaries; is that right? 

Mr. Sutuivan. Yes. 

Mr. Correr. Is it for the same reason that you are paying this, that 
you get your tax reductions for salaries and for this contribution ‘ 

Mr. Sutiivan. Or for any other business expense. 

Mr. Correr. I appreciate that, but describe the nature of this ex- 
penditure and the reason why you get tax deductions on it. 

Senator Atiorr. Mr. Chairman, I hesitate to interrupt here, but 
it seems to me that question has been answered. It certainly is per- 
fectly clear to me what the answer is; he has stated—unless I am 
completely misled by my ears—that it is pens of their ordinary busi- 
ness expense in the same category as salaries. Now, I don’t know 
how it can be more clear than that. 

Mr. Correr. I didn’t think he said in the same category as salaries. 

Senator Atiorr. Did you say that ? 

Mr. Sutyivan. We said we get this deduction the same as any other 
expense we are permitted to deduct under the current tax laws. When 
you say “just like salaries,” I don’t like to limit it to that. 

Senator ALLorr. Somebody said “just like salaries.” 

Mr. Correr. I was trying to distinguish whether it would be on 
the basis of what goes into the cost of cars or into salaries, or to define 
the type of expense. If the subcommittee is satisfied, I won't pursue 
it. 

Senator Attorr. It doesn’t matter tome. It is perfectly plain. It 
is probably on their books just as a contribution to insurance, is it not? 

Mr. Sututvan. That is right. Not in those exact words, but it 
certainly is descriptive. 

Senator AtLorr. Well, Tam not a tax man. 

Mr. Correr. The point I am trying to bring out, if I can, and have 
clarified if I can, if this is in lieu of salary or considered as part of 
the employees’ salary, how is it treated by the corporation as an 
expense ? 

Mr. Sutiivan. Isthat aquestion? LIamsorry. 

Mr. Correr. [hoped it was. Would you read that, please / 

(The reporter read the question. ) 

Mr. Sutiivan. If we are still in the area of taxes, it is an item which 
we are permitted to deduct in accordance with the present tax laws. 

Mr. Correr. Well, is it paid in leu of wages pursuant to a collec- 
tive-bargaining agreement? 

Mr. Sutiivan. That is a question, I think, that is outside of my area. 

Mr. Correr. You area lawyer, are you not / 

Mr. Sutiivan. I am not. 

Mr. Correr. Iamsorry. Mr. Benjamin? 

Mr. Bensamin. I don’t feel qualified to comment on that. I am 
not a tax attorney. Frankly, I have never examined into the ques- 
tion you asked. 

Mr. Correr. The last question I asked—was this money paid in lieu 
of wages pursuant to a collective-bargaining agreement ? 
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Mr. Bensamin. I can only answer it the way Mr. Sullivan did, 
that it represents whatever additional cost there was to the corpora- 
tion over and above the emplovee contributions in the form of pre- 
miums and to meet the necessary expenses of the administration of the 
program. 

Mr. Correr. In 1952 in your program, it appears that the hourly 
employees had a somewhat different experience from the salaried 
employees in that—well, let’s just take this old-age pension and fol- 
low it through on the salaried employees from 194 0 on. 

We had it in 1949 as in excess of 86 million. We don’t have a cumu- 
lative figure for 1950, but $868,000, or 5.2 percent, was taken out of 
both the hourly and salaried employees’ premiums for the first 8 
months and from the salaried for the entire year and added to the 
res reserve of $6 million. In the last 4 months of 1950 $1.9 mil- 
lion, or 23.5 percent, was taken out of the hourly rate employees’ pre- 
miums to initiate the old-age extended life reserves for that group. 

There was a 5.4-percent set-aside on the hourly group in 1951, 16.9 
percent in 1952, 3.7 percent in 1953, 6 percent in 1954, with a cumula- 
tive set-aside for that particular reserve on hourly of 8.7, as against 
a cumulative reserve of 5.5 for salaried, if my figures are correct. 

The thing I really wanted to bring out here was that it appears that 
the reserve for both salaried and hourly rate employees was left with 
the salaried and allowed to grow. With only 4.8 percent being added 
in 1951, there had accumulated by 1952 over $7 million which per- 
mitted a dividend to General Motors from the salaried group in excess 
of $4 million, of which $1,681,000 came from the excessive old-age life 
reserve in the salaried portion. 

I don’t know if I have made myself clear, but don’t these figures 
show that there were hourly reserves in this policy when it was trans- 
ferred to the salaried and that because there were excessive salaried 
reserves in 1952 they were reduced in that group and paid back to the 
corporation in the form of dividends? 

Mr. Frrzuvuen. Is this a question for me? 

Mr. Correr. I was addressing it to Gener ral Motors. 

Mr. Bensamin. Those figures you were reading were what figures? 

Mr. Correr. Figures we had taken from Me ‘tropolitan. 

Mr. Sutuivan. I think Mr. Fitzhugh will agree that he should an- 
swer that question. 

Mr. Frrzuven. I assume the figures are correct, sir. The figures as 
to percentage of premium mean nothing to me because they have no 
relevance to the premium. It depends on how many old people there 
are, so I wasn’t following your actual percentages. Assuming those 
figures are right and the facts are correct, I disagree with the 
conclusions. 

Mr. Correr. What was that? 

Mr. Frraiven. Assuming the figures are right, the facts are correct, 
I disagree with the conclusions. 

Mr. Correr. That there were excessive reserves in the salaried group 

Mr. Firzuvern. Yes; I disagree with that conclusion. 

Mr. Correr. Why was $1.6 million taken out of their reserves and 
returned to the corporation by way of dividends? 
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Mr. Firzuvcn. We come back again then to the fact that this is 
one—you are speaking to the Metropolitan now ¢ 

Mr. Correr. Yes. 

Mr. Firziteu. This is one program, lor the entire program of 
salaried and hourly employees combined we need a certain figure to 
give this protection because of this amendment to the policy that has 
been included. That reserve was computed by us as a total for hourly 
and salaried employees combined and was never excessive on the com- 
bined basis. Now, how that is allocated between one policy and an- 
other, I just don’t see that any conclusions can be drawn one way or 
the other, because it didn’t affect the total premium we received, it 
didn’t affect the total dividend we paid, if you want to call it that, it 
didn’t affect anything. 

Mr. Correr. Your customer is General Motors 

Mr. Frrzuvucn. Yes, sir. 

Mr. Correr. You do not represent the employees. You get the 
money from General Motors and any dividends go back to General 
Motors? 

Mr. Firznuen. Yes, sir. 

Mr. Correr. And I presume you don’t attempt to deal in equities, 
here / 

Mr. Firzuven. I wouldn’t accept that, either, sir. We very zeal- 
ously see that any policy we have properly takes care of ever vbody’s 
equities, in our opinion, and we believe tite one has, 

Mr. Correr. Let me ask Mr. Benjamin, or Mr. Anderson, this ques- 
tion: If vou had been dealing with aia al Motors in 1950 and had 
been representing the employees with respect to insurance, would you 
have wanted to know whether or not there were $6 million in the old- 
age retirement reserves on that policy, the premiums on which had 
been contributed to in large part by the employees you were repre- 
senting ¢ 

Mr. Anperson. Mr. Cotter, I have never been in the position of rep- 
resenting the employees with an employer, but I am hard pressed 
sometimes to figure out some of the information that union bargaining 
representatives really want, and for what, I don’t know. 

Mr. Correr. You wouldn’t feel that would be pertinent information 
for you to have? 

Mr. Anperson. If J was out looking for the best deal for the em- 
ployees I represented, I would get the best deal possible, and if I got 
the deal they have in General Motors. I would be proud of it. I think 
18 international unions think that same way. 

Mr. Correr. Wouldn’t you be concerned as to whether there were 
reserves set up? I should think that would be something that not only 
the employees es want to know, but that General Motors would be 
very proud of and want them to know. 

Mr. Anperson. It has been our position up to now, as I expressed 
to you earlier, that we have adequate reserves for our purposes to take 

care of the polici ies and the habilities under the policies; that excess 
maneie-itias is up to Metropolitan to run that end of the business.’ 

Senator Dovetas. The committee will adjourn until 2 o’clock, if 
the witnesses will be kind enough to return at that time. 

(Whereupon, at 1 p. m., the subcommittee recessed to reconvene at 
2 p.m. the same day.) 


1For supplemental statement concerning reserves, see appendix, p. 1617. 
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AFTERNOON SESSION 


(The subcommittee reconvened at 2:05 p. m., Senator Paul H. 
Douglas presiding. ) 

Senator Dovstas. The subcommittee will come to order. 

Before we proceed with the business of the afternoon, I would like 
to announce that the subcommittee in executive session has just voted 
to recommend to the full Labor and Public Welfare Committee that 
Mr. Angelo Inciso be cited for contempt of Congress. We will re- 
member that Mr. Inciso was served a subpena some days ago to appear 
yesterday morning at 10 o’clock, but he did not appear, nor did he 
send any official excuse. Mr. Inciso’s name was called both in the 
chamber and out of the chamber. 

It is necessary that this be done if the committee is to function at 
all. This was the unanimous decision of the subcommittee. The full 
committee will have to take action on it and it will then go to the 
Senate. 

We will now resume the hearings which we started this morning. 

Mr. Correr. Mr. Anderson, you have indicated you also have a 
pension program. How long has that existed ? 

Mr. Anperson. You are talking about the pension program, Mr. 
Cotter, that was negotiated with the union? You are talking about 
the hourly rate pension plan ? 

Mr. Correr. You might develop briefly the history of your pension 
plans from their inception down to and including any hourly rate 
program. 

Mr. Benszamin. Mr. Cotter, in connection with your request, what 
we would like to do is make a presentation similar to that which we 
made concerning our group insurance. We don’t have it here today. 
We will prepare it and submit it. 

However, Mr. Gillen, who is thoroughly familiar with the pension 
plans and their history and development, will be glad to give you 
some infor nation on the pension plans, and then we would also like to 
submit the presentation which I have just mentioned. Mr. Gillen is 
prepared to testify today. 

Mr. Correr. Mr. Gillen, then, will you give us a very brief run- 
down of the background and development of the General Motors 
pension programs? You might include both salaried and hourly rate 
employees. 

Mr. Gitten. The first retirement program of any kind that we had 
was what has been termed an excess plan. It was a plan designed to 
provide benefits in relation to salaries in excess of $3,000 per year, in 
roughly the same proportion that the Federal social-security benefits 
provide benefits on the first $3,000 of salary. 

Mr. Correr. That applied to hourly, Mr. Gillen ? 

Mr. Gitten. That applied to salaried. That program was a con- 
tributory program and it went through various modifications from 
July 1, 1940, when it went into effect, until the present time. 

I think one part of that program that may be relevant to the hourly 
plan—particularly relevant to the hourly plan—is that in 1945, as I 
recall, we had a noncontributory service pension as part of that 
program. That benefit was $1.50 per month per year of service. In 
1950, when we were negotiating 

Mr. Correr. Does that apply to hourly ? 


1 See telegram dated November 30 from Angelo Inciso to Senator Paul H. Douglas and 
reply thereto, dated December 1, pp. 1868-1369, infra. 
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Mr. Grten. No; that was salaried. : 

In 1950, when we were negotiating with the unions, we agreed on 
a noncontributory plan for hourly rate employees, which was a benefit 
of $1.50 per month for each year of service, to a maximum of 30 years. 
That benefit was independent of the Federal social-security benefits; 
the pattern prior to that time had been pretty much a matter of sub- 
tracting out of the total formula benefits the social-security benefit. 
Our plan provided a benefit on top of the social-security benefit. 

Mr. Correr. To make the thing more clear to me at least, did you 
have any pension plan for hourly employees before 1950? 

Mr. Gitten. No. This benefit that I am speaking of, this $1.50 
per month per year of service to a maximum of 30 years, was for 
retirement at or after 65. With a 30-year maximum accredited serv- 
ice, 30 times $1.50 would produce a $45 benefit which, taken together 
with the social-security benefit, after the passage of the amendments 
in 1950, would produce a benefit in excess of $100 a month. 

There were other features in that program as negotiated with the 
unions in 1950. We had a provision for retirement between 60 and 
65. If that retirement were at the option of the corporation or on 
a basis mutually satisfactory to the individual and General Motors, 
the benefit payable, then, was $3 per month per year of service to the 
same maximum of 30 years. So that for those early retirements there 
was a maximum benefit of $90 per month which was payable until 
the time the individual could receive the Federal benefit, at which 
time the $90 was recalculated to the $45 regular, or normal, benefits. 
If, however, the individual retired voluntarily, or it wasn’t a mutually 
satisfactory arrangement, or at the company’s option, the benefit 
then was the regular, normal benefit payable at 65, or if the indi- 
vidual preferred, the actuarial equivalent of that paid earlier. 

For purposes of simplicity in spelling out that actuarial equivalent, 
we did not have the actuarial equivalent. We had a reduction ecal- 
culated at six-tenths of 1 percent for each month where the indi- 
vidual’s retirement was prior to his 65th birthday. So for the period 
of 5 years from 60 to 65, you could have a maximum of 60 months 
times six-tenths, or an actuarial reduction of 36 percent. 

Mr. Correr. Did you fund your pension plan contemporaneously 
with initiating it for hourly employees in 1950? 

Mr. Gitten. That will get me off this pattern, but I will be glad 
to answer your question at this point, if it doesn’t get us down the 
road in some other area. : 

The plan I am talking about was a plan established for all hourly 
rate employees. Then there were executed with the various labor or- 
ganizations supplemental agreements which brought the plan and 
the labor agreements together. Now, in that supplemental agreement 
there was spelled out in very precise terms the funding of that pension 
program. 

Mr. Correr. When did that occur? 

Mr. GitLeN. Coincidentally with the establishment of the pension 
plan in 1950. 

Mr. Correr. If I understand you correctly, prior to that time you 
had already started the hourly pensions? 

Mr. Grten. No. Let me make this clear. The General Motors 
hourly rate employees’ pension plan was established in 1950. 

Mr. Correr. Pursuant to collective bargaining. 
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Mr. Gitten. That is right, and also part of that arrangement was 
supplemental agreement which set up the funding arrangements. 
Mr. Correr. And it was tied to the collective-bargaming money ? 
Mr. Gititen. That is right. 

Mr. Correr. What was the funding arrangement? Very briefly, 
please? 

Mr. Gitten. It provided pretty much for taking care of the past 
service obligation over a 30-year period. 

Now, getting back to the ‘benefit pattern, I discussed benefits pay- 
able for retirements after 65 and I discussed benefits payable for 
retirement between 60 and 65. In both cases, the minimum eligibility 
to get benefits was 10 years, and obviously on this voluntary retire- 
ment between 60 and 65 we do not require company consent. The 
individual could just leave and get that benefit. 

The program also provided a benefit for employees who became 
totally and permanently disabled and who, at the time of disability, 
were age 50, and had at least 15 years’ service credited under the plan. 

The benefits under that part of the program were $3 per month 
per year of credited service, with a minimum of $50, and with the 30- 
year maximum service, a maximum of $90. Just as in the case of the 
early retirement benefit, that benefit was recalculated on the basis of 
the normal retirement benefit when the individual became entitled to 
get his Federal social-security benefit, namely, calculated back to 
$45 a month. 

Mr. Correr. How long was this progr un you are discussing now 
in effect up until the present time, or has the level of benefits been 
changed ¢ 

Mr. Gitten. We have had some changes. The program is still 
effect. 

Mr. Correr. The same program but changes have occurred ? 

Mr. Gitten. That is right. 

Mr. Correr. When did they occur? 

Mr. Giuten. The first change occurred in—I haven't concluded on 
the 1950 one, if you would care for me to go into that. 

Mr. Correr. Proceed. 

Mr. Gitten. The program provided, among other things, for union 
participation in disputes and provision for resolving those disputes. 
The administration of the program provides for local pension com- 
mittees at our plants—1 union man, 1 management man. It provided 
for appeals procedures from that local pension committee to a joint 
board, a bipartisan board, with provision for an impartial chairman 
to dissolve any disputes that couldn’t be settled by the parties. 

In 1953, the normal retirement benefit—that is, the benefit payable 
for retirement at or after 65—was increased from $1.50 to $1.75 per 
month per year of credited service. The $3 benefit that I mentioned 
for retirement at 60 to 65 remained at $3 and so did the disability 
retirement benefit. Another change that was made at that time, we 
made the necessary modifications in the plan to provide for pension- 
check deductions for the Blue Cross coverages where the pensioner 
authorized such deductions. 

In 1955 the $1.75 benefit payable at or after age 65 was increased 
to $2.25 per month per year of credited service. 

Mr. Correr. Was that pursuant to collective bargaining? 

Mr. GitteN. Yes, and so was the 1953 revision. 
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In addition to raising that benefit rate from $1.75 to $2.25, the 
maximum of 30 years’ accredited service that could be counted and 
calculated was removed, and the effect of those 2 changes substantially 
increased the pension benefits. For instance, a 40-year service em 
ployee—40 times $2.25—would have a $90 benefit, contrasted with a 
$45 benefit that was included in the 1950 program as a maximum. 
Likewise, the benefits payable upon early retirement between 60 and 
65 were increased, and for disability and the service maximum was 
eliminated. 

Another important change which was made in 1955, in the revision, 
was the addition of vesting, as it is called. In other words, under this 
provision an individual who separates for any reason prior to his 
retirement age—prior to 60—who at that time is at least 40, and has 
at least 10 years’ service, can get a deferred pension benefit which would 
be payable at his 65th birthda ay. The amount of that deferred pension 
benefit is calculated by multiplying each year of service from his 50th 
birthday to the day he left. 

There were other changes made in the plan having to do with the 
way service was credited and the way our benefits were integrated with 
other benefits such as workmen’s compensation and our own sickness 
and accident benefits, and so on, but I believe I have outlined to you 
the principal changes that took place, as against the 1953 and the 1950 
programs. 

Mr. Correr. In connection with this information which you sub 
mitted Saturday, we requested that you send in a breakdown of the 
types of securities which you had in the hourly trust portfolio at the 
present time. I think that appears on page 7 of your letter we received 
Saturday. Direct obligations of the Federal Government are listed 
as 7 percent; direct obligations of other governmental bodies, 0.6 per 
cent; corporate bonds, 39 percent; preferred stocks, 6.3 percent ; com- 
mon stocks, 39.8 percent; and mortgages, 2.4 percent; all other invest 
ments (including uninvested cash) 4.9 percent. 

Have your holdings i in common stock always been around 40 percent ? 

Mr. Giuten. As I said this morning, my work is concerned with 
the personnel staff and the personnel aspects of these things and that 
question isn’t in my area. 

Mr. Correr. Does somebody have it here ? 

Mr. Bensamrn. Mr. Sullivan can answer it. 

Mr. Sutiivan. The percentage in common stocks has not always 
been 39.8 percent. I can’t give you the exact figures, but I would like 
to point out one thing, first. We gave you, in connection with item ty 
or in connection with one of the earlier items where you requested 
information as to the investment program, we transmitted to you a 
copy of a letter which had been sent to the 7 banks or trust companies 
who are the trustees under our pension programs, in which we outlined 
our thinking on how the pension fund should be invested. 

In that letter, we pointed out that our thinking in terms of com- 
mon stock—I should say this letter was written in 1950 when the 
plan was established—that our thinking as to common stocks—and 
here I mean common stocks, other than those of banks and insurance 
companies—was approximately 35 percent should be invested. The 
39.8 percent of common stocks represents roughly 33 percent of the 
common stocks of companies other than banks and insurance com- 
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panies and approximately 7 percent, that of banks and insurance 
companies. So our objective, if the banks agree, and trust com- 
panies, was an investment of 35 percent in common stocks, and that 
compares with roughly 33 percent at the present time. 

Mr. Giuten. Mr. Cotter, may I add just one thing to what I already 
e:plained, and I intended to include this, in this dispute procedure 
which we have set up, providing for appeal from the local pension 
committees to this joint board, and so on, since the inception of 
the plan in 1950, we have processed about 15,000 retirements. In 
addition to that, we have set up better than a half a million accredited 
service records, all of which were subject to challenge and appeal in 
its procedure. Over the period of time, with all that work that 
done, we have so far had only 13 dispute cases come to the board, 
and we have never yet had to resort to the impartial chairman. We 
haven’t selected one. 

Mr. Correr. Do you furnish the information with respect to your 
investment portfolio on the hourly rate employees to your employees 
or any of their representatives ? 

Mr. Sutiivan. No, the only information we provide to the unions 
is that in the contract. We give them the total amount in the fund 
and a statement from the actuaries, that you have a copy of. 

Mr. Correr. Could we have that actuarial statement marked for 
the record ? 

Senator Dovetas. Certainly. 

(The actuarial statement referred to was marked “Exhibit 90,” 
and is as follows :) 

EXHIBIT 90 
THE Wyatt Co., 
Washington, D. C., January 25, 1955, 
Subject: Supnlemental agreement (pension plan) of May 29, 1950, between 
General Motors Corp and UAW-CIO. 
GENERAL Morors Corp., 
New York 19, N. Y. 

GENTLEMEN: Reference is made to section 2 (e) of the above-mentioned sup- 
plemental agreement (pension plan). 

This is to certify that, based upon a projection to September 30, 1954, of 
the September 30, 1953, valuation of liabilities under the plan (with due regard 
to the numbers of active, other nonretired and retired employees as of Sep- 
tember 30, 1954), we are of the opinion that the amount of the trust fund 
as of September 30, 1954, is not less than the amount then required by section 


2 of the supplemental agreement (pension plan). 
Very truly yours, 
JAMES A. HAMILTON, 
Fellow, Society of Actuaries. 
DoRRANCE C. BRONSON, 
Fellow, Society of Actuaries. 


Mr. Giiten. In addition, we give the union periodically very de- 
tailed reports on the number of people who have retired, kinds of 
retirement, and so on, and we give them once a year an age-sex 
frequency distribution service. 

Mr. Correr. Would you have any objections to the disclosure of 
your investments in this trust account, or any other trust account 
that you might have, for employees? And would they be any dif- 
ferent from the reasons you gave this morning? 

Mr. Bensamin. Oh, yes; I think there might be some difference 
inthe reason. You directed a request to us yesterday morning asking 
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that we supply you with a list of the common stocks in our portfolio, 
with respect to the hourly-rate pension plan. 

Mr. Correr. Yes. 

Mr. Bengamin. We told you we would be glad to state what our 
position was with respect to that request, today. 

Mr. Correr. Would you state it, sir? 

Mr. Bensamin. We are going to get together the information vou 
have requested. We are going to submit it to the committee. Frankly, 
we cannot see what purpose a disclosure of what our various invest- 
ments by name of stock would contribute to this investigation. 

There is also the problem, of course, that we have seven trustees 
under our trust indentures, and we believe it is an obligation to con- 
sult with them with respect to any possible disclosure of what is in 
the portfolio. While we are going to comply with your request, we 
do not believe that the committee ought to disclose it, because obvi- 
ously there are some problems involved. 

Mr. Correr. That was not my question, Mr. Benjamin. What we 

yant to explore is your reasons against disclosure of any investments 
in your portfolio covering employees, other than the reasons you gave 
this morning. 

Mr. Bensamrn. Perhaps I did not quite understand. I don’t think 
we want to give any additional reasons than those submitted this 
morning in connection with the other costs: 

What we will do, Mr. Cotter, in making our submission is to try 
to outline to you in our covering letter with the material, what our 
position is with respect to disclosure and the reasons why we do not 
want it disclosed. 

Mr. Correr. I think it would be much more appreciated if we could 
have it here today, where we might have a more complete discussion 
of it. 

Mr. Bensamin. Your request to disclose our stock portfolio was 
made to us yesterday morning during a telephone conversation. 

Mr. Correr. That was not a request to disclose. That was merely 
a request that you furnish the subcommittee or the subcommittee 
staff with a list of your common stock. The question was, if you 
have other reasons than you have given this morning against dis- 
closure of securities in a pension fund portfolio, we would like to have 
them. 

Mr. Bensamin. I think we would prefer, Mr. Cotter, to set forth 
our reasons in the letter, which we will transmit to the committee in 
response to the request that you have made. The very fact that we 
have indicated that we do not feel that the information should be dis- 
closed is another reason why we should be able to set it forth in the 
letter transmitted to the committee, privately, or however you wish 
to put it. 

Mr. Correr. But no other reasons occur to you now, other than 
those which you gave this morning ? 

Mr. Bensamin. I do not care to say that those are the only reasons. 
Our financial people will be consulted, of course, because it is in a 
financial area, and I am sure if there are additional reasons that should 
be set forth, they will be set forth in our letter of transmittal. 

(The letter was later received and marked “Exhibit 91” and is as 
follows:) 
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EXHrIeiT 91 


GENERAL Morors Corp., 
New York, December 2, 1955. 
Hon. Paut H. Dove.as, 
United States Senate, 
Washington, D. C. 

DEAR SENATOR DouGLAS: We have prepared and enclose a schedule showing the 
investments held by the seven General Motors hourly-rate employees pension 
trusts as of September 30, 1955. This schedule sets forth investments by general 
investment classifications and the percentage of the total investments represented 
by each classification. The schedule also sets forth the trustees’ investment in 
the securities of General Motors Corp. and subsidiaries. 

In respect to the common stocks, the trustees have investments in 325 com- 
panies. In only 6 of these companies do the combined investments of the 7 
trustees account for more than three-fourths of 1 percent of the total outstanding 
voting stock. The maximum holdings of the voting stocks in any 1 company 
amount to 2.03 percent. 

This submission is for the assistance of the subcommittee. Our position is 
that public disclosure of the names of the companies in which these investments 
are held would be detrimental and serve no useful purpose. 

The subcommittee’s attention is directed to the letter sent by the corporation 
to each of the seven trustees on November 8, 1950. This letter was read into 
the record (p. 1136 et seq.). It sets forth the understanding of the corporation 
with each trustee that the combined investments of the 7 trustees (both salaried 
and hourly rate pension trusts) in the voting stocks of any 1 company should 
not exceed 5 percent. This has been adhered to since the inception of our pension 
trusts in 1950. We also direct your attention to the fact that the investments 
summarized in the schedule represent the investments by the seven trustees for 
the houriy-rate trusts and are not those of General Motors Corp. as an investing 
corporation. 

At the outset of the hearing before your subcommittee you indicated that the 
purpose of disclosure generally was that employees should know that funds are 
well managed and prudently invested (p. 1081). In the case of the General 
Motors hourly rate employees pension trusts, disclosure is entirely unnecessary 
for this purpose. The investment of the funds is the responsibility of seven 
banking institutions. These institutions are experienced in managing invest- 
ments and are subject to the rules and regulations imposed by law on fiduciaries. 
Furthermore, periodic examinations of these institutions are conducted by both 
Federal and State agencies and any improprieties would be rectified by these 
bodies, 

The investment program established for our trusts was formulated under spe- 
cific policies recommended to the trustees (p. 1136 et seq.). Each of the seven 
trustees has a staff of skilled investment analysts and receives advice from var- 
ious independent sources. In addition there is a periodic examination of the 
transactions and securities of each trust by certified public accountants at the 
corporation’s expense. 

Publication of either detailed or summarized information relative to invest- 
ments of the trustees might be misleading to an individual investor if he were 
to use it as a guide for his own investment program. The investment pattern 
as of any date is a reflection of the opinion of the individual trustees at that 
date. The investment pattern is designed to meet the needs of the General 
Motors hourly rate employees pension plan, which are different from those of an 
incividral investor. 

The investment decisions reached by the trustees reflect professional judg- 
ment hased on careful appraisals of investment situations which are developed 
at considerahle time and expense. Disclosure to other investors of these de- 
cisions would have the undesirable effect of undermining or destroying the value 
of such decisions. Knowledge of the selections would permit other investors to 
purchase the same investments. As a consequence this might cause higher 
prices for these investments which the trustee, by reason of his judgment, could 
have purchased at lower prices, had their selections not been disclosed. 

Mr. H. W. Anderson, vice president of General Motors, in his statement 
before the subcommittee pointed out the possible unfavorable consequences on 
the insurance program in collective bargaining if public disclosure were made 
of detailed financial information as to costs and reserves. Likewise, it is be- 
lieved that the publication of information as to the investments of the trustees 
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under the pension plan would be undesirable. The entire cost of the hourly rate 
pension plan is borne by the corporation. We negotiate with labor organizations 
only the benefits to be provided under the pension plan. This is the only sound 
basis for negotiation. Our agreements with various labor organizations con- 
tain a provision for determining the amounts to be paid to the trustees to finance 
the pension plan. These labor organizations are informed annually through cer- 
tifications made by independent actuaries with respect to whether these financing 
requirements have been met by the corporation. 

We trust that we have submitted to your subcommittee adequate information 
to establish that the investment policies of the trustees assure proper and 
prudent management of the hourly rate employees pension plan funds. 

Very truly yours, 
ALBERT BRADLEY, 
Executive Vice President 


SCHEDULE I 


General Motors Corp. hourly rate employees’ pension trusts, United States, 
Sept. 30, 1955 


Funds invested in 


Fixed-interest securities 
General Motors Corp 
General Motors Acceptance Corp 
General Motors Acceptance Corp. of Canada, Ltd 
Other bonds, notes, and debentures: 
U.S. Governments 
Railroads 
Public utilities 
Industrials 
Other 
Real-estate mortgages 
Sale and leaseback agreements 
Oil, gas, and mineral contracts and royalties 


Total fixed-interest securities 38, 246, 000 
Preferred stocks ‘ 16, 483, 000 


Common stocks 
Bank_..-. 801. 000 
Insurance 143. 000 
General Motors (82,275 shares $124 par) 1 813. 000 
Other 419, OOF 
Total common stocks 476 


Total funds invested 15K, 208 
Cash ie 1, 536, 000 


Total funds available (excluding accrued interest 59, 741, 000 
Income accrued but not received 1, 190, 000 


Total funds bee a 260, 931, 000 


Senator Dovetas. So that you will not think our request is arbi- 
trary, I think I should mention a fact which was developed in the 
examination of Mr. Lewis yesterday afternoon. Mr. Lewis mentioned 
the fact, which I confirmed, that we discovered that a large industrial 
company in this country had welfare funds on deposit in a given 
bank, and this bank served as trustee. The bank then invested a 
portion of these welfare funds in a very considerable block of stock 
in, let us say, “Corporation A”—not necessarily a controlling interest, 
but a large interest. 

Corporation A, in turn, owned a large block of stock in corporation 
B, with which the original corporation was seeking to merge. The 
question then arose whether the use of the welfare funds in a common 
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stock of corporation A gave to the original corporation control over 
corporation B. One of the other questions was whether this was a 
proper use of welfare funds jointly contributed. 

I mention this to indicate that I hope you won’t consider our request 
arbitrary, because there is a very important question of public policy 
behind it. 

Mr. Correr. Mr. Sullivan, would you care to make any comment 
on the advisability, or the pros and cons, of having 39.8 percent of 
your portfolio in common stock ? 

Mr. Sutiivan. No, sir. 

Mr. Bensamrn. In connection with that question, Mr. Cotter, may 
I suggest that the committee, if they have not already had the oppor- 
tunity, may want to read the letter to which Mr. Sullivan made refer- 
ence in his testimony a minute ago, in which there is set forth our 
philosophy concerning the investment pattern, which represents our 
understanding. 

Mr. Correr. Mr. Benjamin, we will make all that a part of the 
record. 

Senator Atiorr. May I inquire where that is? 

Mr. Bensamin. It is exhibit C of the material submitted last Sat- 
urday morning. It is a four-page letter dated November 8, 1950. It 
isexhibit C. If all of the committee does not have it, I would be glad 
toreadit. It will only takea minute or so. 

Mr. Corrrr. We have it summarized in our hearing outline. 

Senator Autorr. Mr. Chairman, I would suggest since this question 
has been raised as to the propriety, at least in some instances, of com- 
mon-stock investments that perhaps, if this does state their policy with 
respect to this, that it should be made a part of the record. Since I 
cannot read this and listen to them at the same time, I would like to 
hear him read it. 


Mr. Bensamin. This is a letter which was addressed to the seven 
trustees under the hourly rate employees pension plan : 


Dear Srrs: In accordance with trust instruments recently executed, separate 
funds have been established by General Motors Corp. for its pension plan for 
hourly rate employees and its noncontributory retirement plan for salaried 
employees. Each fund has been allocated to seven trusts to be managed by you 
and six other banks, The Chase National Bank of the City of New York, Guaranty 
Trust Company of New York, Mellon National Bank & Trust Co., National Bank 
of Detroit, Old Colony Trust Co., and The First National Bank of Chicago. Sep- 
arate trust instruments have been executed with the trustees and each trustee 
will manage the funds in accordance with such instruments, one of which relates 
to the pension trust for hourly rate employees and the other of which relates to 
the noncontributory retirement trust for salaried employees. The instruments 
relating to the two separate funds differ in some respects but the form of instru- 
ment relating to each fund is the same for the seven trusts involved. 

In the selection of the trustees and the determination of the investment powers 
to be granted to the trustees, consideration was given both to the experience of 
the trustees in managing investments, and also to the investment policies and 
practices of the trustees. We were pleased to find in the course of our discus- 
sions with the proposed trustees that their investment policies and thoughts on 
these matters were generally in accord with our own ideas. 

It was felt that common stocks are an attractive investment for pension funds, 
having in mind the substantially higher yield obtainable thereon as compared 
with the yield on fixed income securities. The corporation realizes that market 
values of common stock are subject to substantial fluctuations, but it believes that 
in pension funds of this type where payments into the fund will exceed payments 
from the fund over many years, it will not be necessary to sell stocls for the 
sole purpose of providing cash for pension payments, and therefoie market 
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fluctuations should be of less fundamental importance than otherwise would be 
the case. 

An investment up to 35 percent of the combined trust funds for each plan in 
common stocks, exclusive of the stocks of banks and insurance companies, and 
an investment up to 15 percent of the combined trusts in the discretion of the 
trustees in preferred stocks and in common stocks of banks and insurance 
companies appear to be satisfactory to all the trustees and ourselves. There 
would be a balance of at least 50 percent of the combined trusts for each plan 
for investment in fixed income securities. 

Certain limitations on investments in common stocks also appear to all to be 
desirable at this time. Investments in the common stocks of any one industry 
should be limited to 7 percent of the combined trust funds for each plan. In 
addition, it appears desirable to limit the investments in stock of any one com- 
pany to 2.5 percent of the combined trust funds for each plan. If a trustee has 
any doubt as to the industry classification of any common stock, it may consult 
with the coordinator, hereinafter referred to, and his determination shall be 
conclusive. 

It is recognized that these percentages may vary for periods of time, since 
investments of one type may be more attractive than other available invest- 
ments during such periods. 

The limitations suggested herein with respect to the combined trust funds for 
each plan should be applied in the same pattern to each trust fund. However, 
investments by one or more trustees well within these limitations may make it 
possible for another trustee or other trustees, upon notice to the coordinator, to 
exceed such limitations in the management of their respective trust funds and 
still maintain the combined trust funds within the overall limitations. The co- 
ordinator should serve as the clearing point on information as to general invest- 
ment practices of the several trustees. 

In allocating the funds as between classes of investments and individual com- 
panies for the purposes of the limitations set forth above, valuations should be on 
a basis, as determined from time to time by each trustee, of either (1) cost or 
(2) cost or market whichever is lower. No sale need be made for the specific 
purpose of maintaining such percentages. It is assumed that investments in 
common stocks will be made on a long-term basis and the trustees may properly 
assume for this purpose that the trusts will continue over a long period of years. 

Also in order to insure that the trustees and the corporation will avoid any 
possible charge that control or management responsibility is being acquired in 
any company through the pension funds, investments of each trustee in the 
voting stocks of any one company should not exceed three-fourths of 1 percent 
of any company’s voting stock. A higher percentage limitation of this type 
of investment may be established by any trustee or trustees, with the approval 
of the coordinator, to the extent that any other trustee or trustees do not wish 
to take full advantage of an investment, with their respective trust funds, of 
three-fourths of 1 percent in the voting stocks of any company and accept a lower 
percentage limitation 


Senator Dovueias. That is three-quarters of 1 percent? 
Mr. Bensamin. Three-quarters of 1 percent. {Continuing:] 


provided that the investments of the combined trust funds in the voting stocks 
of any one company do not exceed 5 percent of such company’s voting stock. 

All of the limitations set forth above will apply, of course, to investments in 
the stocks of General Motors Corp. or its subsidiaries. 

It is recognized that there will be available from time to time private place- 
ments, unlisted securities, real estate, leases, mortgages, and similar invest- 
ments which can be purchased at a yield substantially in excess of that obtainable 
on investments of similar quality but greater marketability. Where such invest- 
ments are made, they should be justified by a higher yield than is available on 
standard issues with a ready market. 

In view of the general understanding of the trustees and ourselves with respect 
to investment policies and practices, which will guide the trustees in the man- 
agement of the respective trusts, the trust instruments confer broad investment 
powers on the trustees. These instruments, however, may be amended at any time 
to the extent that it may be desirable, and if, because of changing conditions or 
even different thinking, the general policies referred to above do not appear 
to be reasonable either to ourselves or to any of the trustees, or if any differ- 
ences of opinion arise as to following or deviating from such policies, we and the 
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respective trustees can give consideration to the problem and decide what if 
any limitations upon the investment powers should be incorporated in the trust 
instruments, and whether the corporation or our respective trustees should 
have the authority and responsibility for the trust investments. Then, if neces- 
sary, We can amend the trust instruments accordingly. 

The corporation proposes to appoint an investment coordinator whose duty it 
will be to maintain contact with the various trustees and within limitations to 
act as the clearing point for such exchange of information as may be desirable. 
In setting up such a position, the corporation does not expect that the trustees 
will feel it necessary to consult such coordinator on the purchase of individual 
securities except where such securities may be of a type not ordinarily purchased 
by funds of this nature. The corporation, however, would expect this coordinator 
to be consulted on any important changes in investment policy and he would, of 
course, welcome discussion at any time of any of the investment problems of 
the trustees. 

Enclosed are 10 conformed copies of each of the two trust instruments executed 
by us with you as trustee, and a copy of each of the trust instruments executed 
with the other trustees. 

Senator Atiorr. This was sent in 1950. Has there been any change 
in this policy in the interim ? 

Mr. ees MIN. I believe Mr. Sullivan can answer that. 

Mr. Sutiivan. No. 

Senator Atiorr. So the policy adopted in 1950 is still the policy of 
the company with respect to this matter ¢ 

Mr. Anperson. Yes. 

Mr. Corrrr. Do I understand, though, that by your combined trust 
holdings you can have 5 percent in any company? 

Mr. Benszamin. Not in excess of 5 percent. 

Mr. Correr. With respect to certain statements as to the qualities 
of common stocks for investment purposes, [ am wondering if Mr. 
Fitzhugh of Metropolitan would care to make any comment? 

Mr. Frrznveu. If you will pardon me, sir, I do not see where I come 
into this picture at all. We have nothing to do with General Motors 
pension ses and I would just as soon stay out of this one. 

Mr. Correr. I appreciate your inability to respond. 

On any statements that you put out, or on any information furnished 
employees or others, you list the cost that went into the fund, rather 
than present value; is that correct ? 

Mr. Sutiivan. That is right. 

Mr. Corrrer. You do not show any variations caused by inflation or 
depreciation ? 

Mr. Sutiivan. Well, our reports to the union are based on cost, and 
it is pursuant to the agreement we have with the union that invest- 
ments will be taken at cost. 

Mr. Correr. And certificates made on the basis of cost rather than 
present value ¢ 

Mr. Sutiivan. Yes. 

Mr. Bensamin. The statement given to the bargaining agent has 
been included as one of the exhibits in our submission of last Satur- 
day, exhibit D.* 

Mr. Correr. I think that the Metropolitan Life Insurance Co. 
should be asked if they have any other statements or explanations to 
make in connection with our questioning this morning. They were pre- 
cipitated into the matter and they may feel there are some odds and 
_ they might want to make some explanation about. Mr. Fitz- 
1ugh— 


1See p. 1132, supra. 
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Mr. Firzuveu. I appreciate the opportunity, sir, but I think the 
discussion this morning covered the ground and gave us an oppor- 
tunity to say what we thought on each subject. 

Senator Atxorr. I would like to ask these gentlemen one thing, be- 
cause the questioning this morning—which I might say for the record 
does not necessarily represent the thinking of all me mbers of the sub- 
committee—was so intensive that I would like to ask these gentlemen 
as a group, or individually, if they feel that there is any matter 
touched upon in the questioning this morning which they did not 
have an opportunity to answer fully and on which they would like 
to expand at this time. 

Mr. Anperson. I do not have any. 

Mr. Bensamin. May I suggest, Mr. Allott, that I agree with your 
statement that the questioning at times was rather intensive, and 
after we have the opportunity to review the record, if we feel that the 
record does not fully state what we understood was our testimony— 
incomplete statements or anything like that—we would like to have 
the opportunity to point out to the committee where we believe it was 
incomplete. 

Senator Doveras. That will be perfectly agreeable. 

Mr. Bengamin. I want it to be perfectly clear in your statement, 
Mr. Chairman, that we would be given the opportunity to examine 
certain correspondence which was going to be put into the record. 
May I inquire as to how or when we are going to have the opportunity 
of examining that ? 

Mr. Correr. If you will wait until the end of the hearing, today. 

Senator Dovucias. We have another hearing which we must start 
almost immediately. We would appreciate it if you would wait until 
that hearing is completed. At the end of the afternoon session, you 
can check over the documents. 

Mr. Bengamin. So we have no misunderstanding on this subpena 
that was served on us yesterday, we are, as I indicated, getting the 
information together and we will have it to you as soon as we can, in 
presentable form, if you still are desirous of it. 

Mr. Correr. Mr. Benjamin, could we clear up one matter? I think 
you said you were trying to get together the information with respect 
to the list of common stocks, but you mentioned some possible reserva- 
tion with respect to trustees. In your opinion, is there any possibility 
that you would not be able to give us the full list ? 

Mr. Bensamrn. Perhaps you misunderstood my answer. I said 
we would prepare the list, but as to any disclosure of that information, 
we would not want to say that it was all right because we are under 
an obligation to the trustees, we feel, to consult with them on that 
matter, too. 

Mr. Correr. And as a result of clearing the air here this morning, 
will it now be possible for any of our staff members to go to your 
company and get access to records and get explanations ‘from your 
employees in connection with the matters in which the “y may be inter- 
ested that are pertinent to the jurisdiction of the subcommittee ? 

Mr. Bensamin. With respect to any of the members of your staff 
consulting our employees, obviously we have no control over that. 
With respect to coming to us to examine our records, I can assure 
you we will do everything to cooperate with your members so that 
they can get what they are looking for. 
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Mr. Correr. Thank you. 

Senator Doveias. Thank you very much. 

Now, the representatives of the UAW-CIO— if they would come 
forward, please. Mr. Lesser, are you here? 

Mr. Lesser. Yes, sir. 

Senator Dovanas. Will you give your name and address? 

Mr. Lesser. My name is Leonard ‘Lesser. I am legal consultant to 
the social-security department of the UAW-CIO. My place of bust- 
ness is 734 15th Street NW., Washington, D. C., which is the Wash- 
ington office of the UA W-CIO. 

I have with me Mr. Martin Cohen, who is a member of the social- 
security department of the UAW-CIO, which is located in Detroit, 
Mich., at the UAW headquarters at 8000 East Jefferson. 

Senator Dovueias. Would you raise your right hand? Do you sol- 
emnly swear, or affirm, that the testimony which you are about to give 
will be the truth, the whole truth, and nothing but the truth, so help 
you God ? 

Mr. Lesser. Yes, sir. 





TESTIMONY OF LEONARD LESSER, CONSULTANT TO THE SOCIAL 
SECURITY DEPARTMENT, UNITED AUTOMOBILE WORKERS—CIO 


Mr. Correr. Mr. Lesser, were you present this morning at the dis- 
cussion that was held with representatives from General Motors with 
respect to their welfare and pension plans? 

Mr. Lesser. Yes; I was. 

Mr. Cotter. Are there any general comments you would like to 
make with respect to the testimony you heard before specific questions 
are put to you? 

Mr. Lesser. I don’t have any prepared statement. I might make 
the general comment that we agree with the basic conclusion we heard 
this morning in that we also think we have a very fine program. I 
would like to go ahead and point out, however, that we do think finan- 
cial data are very important in the negotiations and in preparation 
for the negotiations. We did request financial data with respect to 
both the insurance and pension programs. We also requested other 
types of data, too. We did not receive all of the data which we 
requested in preparation for negotiations. 

Mr. Corrrer. Now you are referring to 1950 or 1955? 

Mr. Lesser. 1955. 

Mr. Correr. How about your 1950 negotiations? What informa- 
tion did you request as to cost; what information did you receive; 
and what were the objectives of the bargaining parties? 

Mr. Lesser. Well, I am not sure I know exactly what was asked 
for in 1950. My recollection is that the only data we received in 
1950 when we were setting up the program- -which was the first of 
the collective-bargaining sessions with respect to this general area— 
was some census information with respect to employees. 

Mr. Correr. Do you mean the number of employees and the ages? 

Mr. Lesser. There may have been some distribution. I am “not 
sure, with respect to General Motors, whether we got that from the 
corporation or had to conduct our own census on it. 

In 1955, we made rather extensive requests for information, both 
with respect to information as to the work force covered by the various 
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programs, breakdowns as to age and sex, and also with respect to the 
financial information you were discussing this morning, with respect 
to the disposition of premium payments for claims, reserves, operat- 
ing costs and dividends. With respect to the latter request for 
financial data, we did not receive that information. 

Mr. Corrrer. Did you know how much the employees of General 
Motors obtained through this program ¢ 

Mr. Lesser. We know the amount of employee contributions. We 
do not know what proportion of the total cost is borne by the em- 
ployees. The agreement itself provides that the employees shall 
contribute so many cents per week for the various coverages. 

Mr. Correr. In your discussions with General Motors—first, take 
1950—-was an attempt made on the part of either party at any time 
to reduce what you were bargaining for to a cents-per-hour or specific 
money amount? Or did you just bargain on a level of benefits? 

Mr. Lesser. The bargaining was with respect to the benefits level. 
However, I think that it is pretty obvious that the cost of the bene- 
fits is an important factor, whether you are bargaining for cents 
per hour, or whether you are bargaining for benefits. You are bar- 
gaining within the framework of the total economic package that 
is going to be gotten. 

Now, as to whether you get this benefit or a greater benefit, in 
many cases the determining factor, whether it is set forth expressly 
or not, is what the benefit costs. I think an example of that is, to 
look at the demands which we made in bargaining and determine the 
final outcome. For example, one of our demands was that the 
employer pay the total cost of the insurance package. We were not 
successful in getting that, obviously, because of the cost factor. It 
would have increased the cost if they had to assume the employee 
contribution as well. 

an pensions, we asked for a normal benefit at or after age 65 of 

2.50 a month for each year of credited service. The final agreement 
a for a benefit of $2.25 a month. Obviously, the extra 25 cents 
has had a cost factor. 

Mr. Correr. In your bargaining, is it ever translated into whether 
or not this will increase the total output for salaries, or is it translated 
into how much it means to each employee over the bargaining table? 

Mr. Lesser. I think in 1950, specifically, we did present certain esti- 
mates as to the cost of the program whic h we were asking for, in terms 
of the cost to the corporation. We did not, in the bargaining sessions 
I was in on in 1950, get into a specific discussion of the costs, as such. 
As I say, I think an underlying factor in all bargaining is what it is 
going to cost the company. But in this type of bargaining, we did 
not get into a specific discussion of cost to the same extent you do in 
other types of programs. 

Senator Dovetas. I take it, Mr. Lesser, that in the 1950 negoti: ations, 
you did not know what the reserves were on the previous plan? 

Mr. Lesser. No. 

Senator Dove.as. In later bargaining sessions you did not know 
what had happened on those reserves, or whether some millions had 
been transferred to the fund for salaries? 

Mr. Lesser. No, we did not. 

Senator Doveias. And you did not know a dividend had been paid 
to the company in 1952¢% 





1142 


WELFARE 


Mr. Lesser. Nothing specific. 


AND PENSION 


PLANS INVESTIGATION 


We did ask, as I say, for all that 


information in 1955, but did not get it. 

(At the request of the subcommittee, Mr. Lesser later submitted a 
summary of financial information requested and supplied in the 1955 
negotiations, which is as follows. ) 


UAW-CIO 


DaTA REQUESTED FROM GENERAL Motors Corp. ror 1955 BARGAINING ON HEALTH 
SECURITY, INSURANCE AND PENSIONS 


I. HEALTH SECURITY AND 
DATA REQUESTED 


INSURANCE 


(a) Hourly rated employees, includ- 
ing those in active service, on leave, on 
layoff or retired, but excluding pro- 
bationers, by sex, employment status, 
insured status, and year of birth as of 
December 31, 1954. 

(b) Hourly rated employees in active 
a by sex, hourly rate and year of 

irth. 


(c) Hourly rated employees (includ- 
ing categories listed in (a@) above) by 
sex, year of birth, hospitalization plan, 
and status of dependent coverage. 


(d) Hourly rated employees (includ- 
ing categories listed in (a) above) by 
sex, year of birth, surgical plan, and 
status of dependent coverage. 

(e) Number of hourly rated em- 
ployees (including categories listed in 
(a) above) insured for each month Oc- 
tober 1950 through February 1955 for 
the following benefits : 

Sickness and accident benefits 
In-hospital medical 
Hospital and surgical: 
Before retirement: 
Hospital: 
Employee only 
Employee and depend- 
ents 
Surgical: 
Employee only 
Employee and depend- 
ents 


Il. HEALTH SECURITY AND INSURANCE 


DATA FURNISHED 


(a) and (6): (1) Continuation of life 
insurance for United States hourly 
rated employees under age 60 and not 
actively at work as of December 31, 
1954, showing year of birth, sex, years 
of participation, and amount of insur- 
ance in force. 

(2) Number of lives insured and in- 
surance in force during December 1954 
by type of coverage and base hourly 
rate for— 

Life insurance before 65 

Extra accident insurance 

Sickness and accident benefits 

Physicians’ attendance benefits 

Life insurance being paid out as 
total and permanent disability 
benefits 

Continued life insurance after age 
65 

Employee contributions (aggregate 
only) 

(3) Percent distribution of hourly 
rated employees at work in the pay 
period ended June 13, 1954, by base 
hourly rates. 

(4) See also pension data. 

(c) Hospitalization coverage for 
December 1954 for hourly rated and 
retired employees by area giving num- 
ber of enrolled by family status and 
employee and corporation contributions. 

(d) Surgical coverage for December 
1954 as in (c). 


(e), (f) and (g): (1) Emloyees in- 
sured under statutory State disability 
plans and not insured under General 
Motors insurance programs during De- 
cember 1954 showing, by location, num- 
ber of lives and aggregate amounts of 
disability benefits in force. 

(2) For each calendar year 1951-54 
and by type of coverage (life insur- 
ance before age 65, extra accident in- 
surance, sickness and accident benefits, 
physicians’ attendance benefits, and 
continued life insurance after age 65) 
the following: 

1. Monthly average number of lives 
insured during each year; 

2. Number of claims paid; 
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After retirement (same break- 
down as before retirement) 
Life insurance: 
Before 65 
After 65 


(f) Monthly premium payments for 
hourly rated employees (including 
eategories listed in (a@) above) sepa 
rately for each coverage as listed under 
(e). 

(g) Disposition of premium  pay- 
ments covering all insured employees 
for each of the last 4 completed policy 
years showing separately for each cov- 
erage, the following: 

Premiums paid 

Claims paid 

Reserves for pending 
ported claims 

Contingency reserve 

Dividend or refund to policyholder 

Retention by carrier 

Unit premiums 


and unre- 


III. PENSION DATA REQUESTED 

(a) All hourly rated employees in- 
cluding probationers as of December 31, 
1954, by employment status, year of 
birth, and credited service. 


(b) Seniority employees whose sen- 
iority was broken in the calendar years 
1953 and 1954, tabulated by sex, length 
of service at termination of employ- 
ment, age at termination, and cause of 
termination. 

(c) Retirement benefits authorized 
through December 31, 1954, by payment 
status and sex, type of retirement, year 
of birth, and year of retirement. 

(ad) Retirement benefits authorized 
through December 31, 1954, by payment 
status, sex, type of retirement, enroll- 
ment for health insurance, and monthly 
amount of benefit. 
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3. Amount of benefits paid. 

(3) For each calendar year 1951-54 
and by type of coverage (hospitaliza- 
tion and surgical) : 

1. Average number covered; 

2. Corporation contributions ; 

3. Employee and retired employee 
contributions ; 


4. Total contributions. 


IV. PENSION DATA FURNISHED 

(a): 1. Hourly rated employees on 
roll as of December 31, 1954, by year 
of birth, sex, credited service, and em- 
ployment status by year of birth. 

2. Same as 1, except that instead of 
giving a breakdown by year of birth, a 
breakdown by years of credited service 
is given. 

(b) Hourly rated employees with 5 
or more years of credited service sepa- 
rated during years 1953 and 1954 dis- 
tributed by years of birth, sex, and 
cause of separation by years of credited 
service. 

(c) and (d): 1. Pensions in current 
payment status as of March 1955 by 
sex, type of retirement, year of birth, 
and year of retirement, indicating in 
each classification aggregate number 
and amount of monthly pensions, ag- 
gregate years of credited service, num- 
ber authorizing deductions for health in- 
surance, and aggregate amounts of de- 
duction. 

2. (a) Pensions terminated by death 
through March 1955 listed by name and 
showing sex, years of credited service, 
date of retirement and date of termina- 
tion of pension. 

(b) Pensions terminated by death 
through March 1955 by sex, year of 
retirement, type of retirement, and year 
of birth, indicating year of death, ag- 
gregate monthly benefits, and years of 
credited service. 
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3. Pensions suspended other than by 
death through March 1955 listed alpha- 
betically by name and showing sex, 
type of retirement, year of birth, years 
of credited service, date of retirement, 
and date and type of suspension. 

(e) Retirement benefits authorized (qd) and (e). Same as (c) and (d) 
through December 31, 1954 by payment 1, except that instead of giving a break- 
status, sex, type of retirement, years of down by year of retirement, a break- 
credited service, and year of birth. down by completed years of credited 

service is given. 

(f) Retirement applications filed (f) No data. 
through December 31, 1954, by type and 
disposition. 

(g) Permanent and total disability (g) Total and permanent disability re- 
retirements through December 31, 1954. tirements processed through March 1955 

listed by name and showing sex, date 
of birth, years of credited service, prin- 
cipal cause of disability, monthly bene- 
fit, and date of termination. 

(h) One copy of every report of the (h) Reported amount in the fund. 
trustees of the pension fund. 

(i) One copy of the report of each (i) A certification by fund’s actuary 
actuarial valuation made from the ef- that the amount in the fund was not 
fective date of the plan. less than the amount required to be in 

the fund. 


Senator Doveias. Had you asked for it in preceding bargaining 
sessions ? 

Mr. Lesser. Well, really the two major bargaining sessions were 
in 1950 and 1955. The 1958 session was within the period of the 
original 1950 bargaining and just dealt with the one aspect of pen- 
sions. 

Mr. Correr. Do you get periodic reports from General Motors with 
respect to any of the operational costs, or with respect to claims, or 
claims experience, in between these bargaining dates? 

Mr. Lesser. No. We get no information of that type on the insur- 
ance program. Qn the pension program we get the information Mr. 
Gillen outlined, as to a listing of retirees periodically, and a census 
each year of the active employees. 

Mr. Correr. Are you in accord with the testimony you heard this 
morning with respect to what General Motors does and does not 
furnish ? 

Mr. Lesser. What they do furnish to us and what—— 

Mr. Correr. Yes. 

Mr. Lesser. Yes. As I say, with respect to the financial data there 
has been no furnishing. 

Senator AtLorr. Mr. Lesser, what is your position with UAW? 

Mr. Lesser. I am legal consultant to the social security department. 

Senator Attorr. And Mr. Cohen‘? 

Mr. Lesser. He is insurance consultant. We are both full-time 
with the UAW-CIO. 

_, senator Atxorr. I have just 1 or 2 questions I would like to ask you, 
if I may. Getting back to the period before 1950, were you with 
UAW then? 

M r. Lesser. I came with UAW in November 1949. 

Senator Attorr. You would be acquainted with some of the things 
that happened before then, I presume, would you not? : 

Mr. Lesser. To some extent; yes. _ , 
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Senator AtLtorr. Do you know, for example, what the nature of 
the plan was prior to that time? You know it was contributed to 
by the employees? 

Mr. Lesser. That is right. 

Senator Atnorr. And you know it was not as a result of a bar 
gaining agreement, was it, prior to that time? 

Mr. Lesser. That is right. 

Senator Atiorr. Did the employees get the benefits that General 
Motors agreed to give them when they contributed this money? I 
am talking about prior to 1950. 

Mr. Lesser. Yes, sir. 

Senator AtLorr. There is no question about that in your mind? 

Mr. Lesser. They got the specific life insurance, sickness, and 
accident benefits. 

Senator Attorr. Then, as I understand it, in 1950 these benefits 
were a result of collective bargaining? 

Mr. Lesser. That is right. 

Senator Attorr. You have already answered this question, I think, 
but in 1950 when you bargained for these end benefits—which is what 
you did, didn’t you? 

Mr. Lesser. Well, in 1950, that was the first session where we 
bargained in this area. I do not recall whether our original demand 
made of General Motors 

Senator Atxorr. I am not trying to pin you down on that. At 
least you and General Motors agreed upon adopting the end-benefit 
method of bargaining, at that time, and that is the one you agreed 
upon, both of you? 

Mr. Lesser. The agreement we concluded provided for certain 
benefits and provided for certain employee contributions. 

Senator Atiorr. Yes. I think it was Mr. Sullivan who pointed out 
this morning that necessarily brought up the next question which 
is, how much are the employees going to contribute ? 

Mr. Lesser. That was all agreed to as part of the overall agree- 
ment. 

Senator Atxorr. I realize that, but in arguing it out, one had to 
be determined first, and that is, what method are you going to use? 

Mr. Lesser. I think they are all part of a single package. 

Senator At.orr. In your own mind, someone had to decide which 
method you were going to use to arrive at a welfare plan for your 
members, didn’t they? Someone in your organization had to decide 
it? 

Mr. Lesser. Yes. 

Senator Atiorr. When you went to that program, you had your 
own actuaries, did you not? 

Mr. Lesser. That is right. 

Senator Atrorr. And you have always had your own actuaries, at 
least in your experience with the union? 

Mr. Lesser. We have always had. 

Senator Attorr. And you have a rather elaborate actuarial, social 
te department, setup for your union, do you not? 

ZESSER. Yes. 

esas Autotr. The reason I ask you this is, I want to do away 
with any feeling here that you weren’t bargaining on a fair and 
equitable basis. You had your competent, professional, and skilled 
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help, not only at the bargaining table, but you had been working 
at this for weeks and months beforehand ? 

Mr. Lesser. That is right. 

Senator Atiorr. Now, in 1955, although you said it was not dis- 
cussed as such in 1955, this same situation was true. Your union, 
your department, had worked upon what the costs of this program 
would be, and what these benefits would cost your union ? 

Mr. Lesser. Yes; except that in 1955 we felt that in order that we 
might know more exactly what the costs of the program we were ask- 
ing for would be, we asked for certain information. 

Senator At.torr. Now you are getting right to a point. One of the 
things which is recognized in law is that you don’t ask information of 
other people which is already in your knowledge. 

Now, all of these people who are receiving these payments—whether 
they be for a pension, for welfare, for an accident, for an injury, 
whatever it may be—are members of your union. Therefore, the 
information as to how much they have been off for an accident, what 
kind of an accident, the amount they have been paid, the amount that 
has been paid to those over 65 in your union, and the amount paid to 
people over 60 in your union—all of that information is available to 
your union as an organization because those people are members of 
your organization. 

Mr. Lesser. Well, actually we represent all of the people in the 
bargaining unit. At that point I don’t think they were all members 
of the UAW, but even so, it would have meant—there are roughly 
350,000 people. 

Senator AtLorr. Certainly if a man was going to let you bargain at 
a table for him, he wouldn’t be reluctant to give you such information, 
would he, as to what benefits union members had _ received 
individually ? 

Mr. Lesser. Well, we got information from the corporation in that 
general area. I said—or at least I did not mean to imply that the 
corporation did not give us information with respect to claims paid. 
We got that information from the corporation. We got information 
with respect to the number of workers covered for the various types 
of programs. 

Senator Attorr. Would this question be within your knowledge— 
if it isn’t, say so, frankly. How many insurance companies in : the 
United States would you say could or would be interested in bidding 
on an insurance account of this size? 

Mr. Lesser. That is not within my knowledge. 

Senator AtLorr. Would you say as many as 10? 

Mr. Lesser. I would think they would all be interested in bidding 
on it. I couldn’t say how many could handle it by themselves. 

Senator Attorr. Now, I would like to make this one point : During 
all of this period over which your knowledge extends, if the union 
thought it was getting a poor bargain in any way, wouldn’t it be 
per missible for the union to take its member ship and the money being 
contributed and go out and buy insurance or benefits—to withdraw 
from this type of plan and take their money as a union and set up their 
own fund and purchase their own insurance? 

Mr. Lesser. On a solely contributory basis from the employees? 
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Senator Atiorr. Yes; but you would still have demands on the 
other end for additional wages to take the place of the contribution 
of GM? 

Mr. Lesser. I suppose technically that that might have been. 

Senator Atxorr. After you considered all of these things—and I 
haven’t mentioned one in a hundred that you considered—you as a 
union must have felt that this was what you wanted, that you were 
getting value received and that it was more than you could do for 
yourselves if you had gone out and purchased the insurance. 

Mr. Lesser. Let me put it this way: In the process of bargaining 
I think you will ultimately arrive at an agreement. 

Now, we thought that with certain types of information we re 
quested, and certain demands we made in the course of bargaining, 
we would have better knowledge as to the program which would per 
mit us to formulate demands that might secure a better type of 
program. 

Senator Atiorr. But all of this information, Mr. Lesser, particu 
larly as to UAW, is within your own grasp, and you have the right 
to go to any insurance company—cert: ainly at least 10 in the United 
States—and say, “We have so much membership. Here is our experi- 
ence based on our records. What sort of a package will you offer us 
for so much money ¢” 

Mr. Lesser. We had no financial information which really per- 
mitted us to evaluate what sort of program was in operation. 

Senator ALLorr. You knew what you were getting? 

Mr. Lesser. We knew the benefits, but we did not have financial 
information as to reserves and as to retention and as to dividends. We 
had no way of determining whether it was the lowest standard cost. 

Senator Anrorr. You have discussed that with insurance companies; 
have you not? 

Mr. Lesser. We have negotiated in other situations what those fac 
tors should be, where we have a voice in arriving at that determination. 

All I am trying to say is that we did not have all of the information 
necessary to evaluate this program from all aspects. I am not saying 
that had we had that information we would have determined that it 
was not the best possible program or that it was. I started out by 
saying I thought we had a pretty good program. We have not said 
it could have been provided better or would have been provided better. 
All I did say was that we did not have all the information necessary 
to evaluate. 

Senator Atxorr. You do have for presentation to any company 
who is interested in bidding, from your own membership, all the essen- 
tial elements for that company to build up a probable experience rate, 
reserve rate, and dividend rate, based upon past experience. You 
have all of that information available from your own membership: 
do you not? 

Mr. Lesser. Subject to the necessary duplication of existing ma- 
chinery that is already in operation, and subject to the diffic uulty of 
getting reports of that character from all of the members, for al! of 
the persons in the bargaining unit. Technically, I would say subject 
to those difficulties we could have gotten that much together 

Senator Atvorr. I think that is all, Mr. Chairman. 

Senator Doveras. I understood you in effect, Mr. Lesser, to say that 
while you had information on benefits and on workers’ contributions, 

62033—56—pt. 3——21 
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you did not know total costs, employers’ contributions, reserves, or 
dividends ? 

Mr. Lesser. That is correct. 

Senator Doveias. And that if you did have that information, it 
would enable you to bargain more etfectively / 

Mr. Lesser. It would enable us to evaluate the program much more 
effectively ; yes, sir. 

Senator Dovcias. Do you know the total amount of benefits paid 
out ina year? 

Mr. Lesser. We have that with respect to the insurance program. 

Senator Nrety. Give us a rough guess about this. I would like to 
know about a man who never has any earning capacity after being 
injured and he has a family. 

Mr. Lesser. If he has more than 15 years of accredited service, he 
would be eligible for a permanent and total disability pension under 
our pension program. 

Senator Neety. What would that be ? 

Mr. Lesser. Say he had 20 years. He would get $4.50 per month 
for each year of service, which would be $90 a month. That would be 
payable to him until he reaches the age 65. At that point, when his 
social-security benefit cuts in, his pension would be reduced to $2.25 
a month for each year of service, or to $45, so he would get, from age 65 
on, $45 plus his social-security benefit. 

That permanent and total disability pension would have been pay- 
able after 26 weeks, or 6 months of disability. For those 6 months, or 
26 weeks, he would have gotten a temporary disability benefit of any- 
where from $35 to $85 a week for 26 weeks. 

In addition, he would be able to have his life insurance paid out 
over 50 installments, or roughly a little over 4 years. For those 4 
years his pension payments would be supplemented by a pay-out of his 
ife insurance. The amount would depend on the amount of life in- 
surance he had. If he had $5,000 life insurance, he would have gotten 
for the first 50 months an additional $100. That would be $100 
plus $90. 

Senator Nrety. Those employees have on an average $5,000 in life 
insurance ? 

Mr. Lesser. I think the average now is a little higher than $5,000. 

Senator AtLtorr. What is the maximum life insurance ? 

Mr. Lesser. For the hourly-rate employee, $7,500. 

Senator Doveias. Are there any further questions? Thank you 
very much, Mr. Lesser. 

Senator Dovugias. We have been in session for an hour and a half. 
Lsuggest we recess for 10 minutes before we start on the next case. 

(The subcommiteee recessed at 3:30 p. m., reconvening at 3:40 
p. m.) 

Senator Doveias. The committee will be in order. 

I will ask the representatives of United States Steel, the representa- 
tives of Equitable, and the representatives of the United Steelworkers 
of America, to come forward and take seats. 

Mr. Ingley and Mr. Smith, are you representing Equitable? I 
wonder if you would be willing to come forward. We should have 
three men from Equitable. 

_Mr. Voorhees, you are the chairman of the finance committee. In 
times past that was reputed to be the big job in United States Steel. 
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Mr. Tyson, you are a young man to be vice presklent. 

Mr. Tennant, general counsel. 

Counsel has expressed the wish that the insurance fund be dis- 
cussed before the pension program. 

Mr. Correr. I believe these gentlemen have a statement which they 
would like to make at the outset. If we could get the insurance pro- 
gram out of the way before we get into the pensions—could it be 
handled in that way ¢ 

Mr. Voorners. Mr. Chairman, as you see, these are pretty well inter- 
woven. 

Mr. Tyson, do you think you can pull them out ? 

Mr. Tyson. Yes, I can read the introductory paragraph and skip 
to the insurance plan, if that is what you would prefer. 

Senator Dovetas. Very well. 


STATEMENTS OF ENDERS M. VOORHEES, CHAIRMAN, FINANCE 
COMMITTEE; AND ROBERT C. TYSON, VICE CHAIRMAN, FINANCE 
COMMITTEE, UNITED STATES STEEL CORP.; J. HENRY SMITH, 
VICE PRESIDENT AND ASSOCIATE ACTUARY, EQUITABLE LIFE 
ASSURANCE SOCIETY OF AMERICA; JOHN TOMAYKO, PENSION 
AND INSURANCE DEPARTMENT, UNITED STEELWORKERS OF 
AMERICA-CIO; ELLIOT BREDHOFF, ASSOCIATE COUNSEL, UNITED 
STEELWORKERS OF AMERICA; AND MURRAY W. LATIMER, CON- 
SULTANT, UNITED STEELWORKERS OF AMERICA 


Mr. Tyson. Gentlemen, in response to your invitation to appear 


before this committee I wish to describe the provisions that United 
States Steel Corporation has made for employee pensions and in- 
surance. I understand that you are particularly interested in the 
funds that have been established for these purposes. ‘There is no 
planned fund accumulation by U. S. Steel in the process of providing 
employee insurance. There are, however, important trusts that have 
been created as part of U.S. Steel’s provisions for employee pensions. 

I will skip to page 8 to discuss the group-insurance plan. 

Prior to May 1935, there were over 100 employee associations 
throughout U.S. Steel which, by contracts with insurance companies 
or through self-insurance, had made group insurance coverage avail- 
able to their members. Generally, the only costs incurred by U. S. 
Steel were costs arising from payroll deductions authorized by em- 
ployees for the payment of premiums. These association plans dif- 
fered substantially with respect to eligibility, amount, types of cover- 
age, and cost. 

Experience indicated that employees could best be assisted through 
the establishment of a Corporation-wide plan of insurance under 
which the opportunity to participate would be open to all employees; 
and so an employees group life insurance plan was, in May 1935, of- 
fered to all employees. It provided life insurance in an amount ap- 
proximately equal to 1 year’s earnings and the cost was covered in part 
by a fixed amount paid by the participating employees, the balance 
being paid by the employer. 

In the November 1949 negotiations with the Steelworkers Union an 
agreement was entered into for the first time to provide a group-in- 
surance program. The total cost of the program was to be 5 cents for 
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each hour worked by the employees under the program and one-half 
of the cost was to be borne by the employees and one-half by the 
employer. 

Following these negotiations, a standing committee of union and 
employer representatives met and agreed upon the specific insurance 
benefits which could be purchased w ith the fixed contributions. United 
States Steel and Carnegie Pension Fund was appointed to administer 
the program and, in March 1950, the plan was inaugurated. Simul- 
taneously, this plan was offered to other groups which are entitled to 
receive overtime compensation. 

The plan provided life and accident and sickness insurance coverage 
with insurance companies and Blue Cross hospital coverage. In 1951 
Blue Shield surgical benefits were added. 

In 1954, following negotiations with the steelworkers union, the 
joint company-employee contributions were increased from 5 to 9 
cents per hour worked. This increase was used to provide additional 
benefits and to meet the increased cost of existing benefits. 

In 1955, for the first time, a portion of the joint insurance contribu- 
tions was paid to an insurance company to provide for that part of 
the life insurance which is continued after retirement of employees. 
Other than this, there is no program of fund accumulation under the 
insurance plan—therefore no investment of funds has been made. 

The insurance agreement with the steelworkers union continues to 
October 31, 1956. 

A separate contributory plan of insurance benefits was also estab- 
lished in 1950 for salaried employees not entitled to receive overtime 
compensation. Under this plan no funds have been accumulated or 
invested. 

Now, the conclusion which follows interweaves both the pensions 
and the insurance and without doing the pension part first, it is dif- 
ficult to unweave them, because there are contrasts between the two 
which are pointed out in this conclusion. 

Mr. Correr. Would it be disconcerting, or spoil the effect of your 
presentation, if we had a short discussion on your insurance practices ? 

Mr. Tyson. I will read one statement first. 

In United States Steel’s case the insurance plan negotiated with the 
steelworkers union is financed by a fixed cost to employees and fixed 
cost to United States Steel. The insurance benefits are limited to 
those which it is agreed can be purchased with the money so col- 
lected. In the case of pensions there has been no agreement as to 
the amount of money which is to be devoted to securing pension bene- 
fits; instead the bargaining has resulted in agreement on the amount 
of benefits, regardless of cost or manner of financing. Full dis- 
closure to that union is made with respect to the insurance matters 
which were collectively bargained; that is, there is full disclosure of 
moneys collected for insurance, disbursements for benefit coverage, 
balance of money on hand, detailed costs of benefits by types, details 
of employ ees covered, and experience under various benefit provisions. 

Mr. Correr. Then there is a free exchange of information between 
United States Steel and the employee representatives, or the union in 
this case, with respect to their insurance program ? 

Mr. Tyson. There i is, because there is a joint contribution and the 
benefits to be purchased are those which can be financed out of the 
available moneys. 
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Mr. Correr. And it has been elected under the agreements which 
you made with the union that the administration, however, would be 
handled by United States Steel ¢ 

Mr. Tyson. By an agent of United States Steel, that is correct. 

Mr. Correr. Is there an amount taken out of this jointly contributed 
fund for administration of the program ‘ 

Mr. Tyson. There is not. 

Mr. Corrrr. United States Steel or the fund stands that adminis- 
trative cost ! 

Mr. Tyson. That is correct. 

Mr. Corrrer. Now, which one? 

Mr. Tyson. United States Steel stands the administrative cost. 
Mr. Correr. Mr. Latimer and Mr, Tomayko are here for the steel 
workers. Do you concur with respect to the testimony given as to 

the full and free exchange of information ? 

Mr. TomayKo. We do. 

Mr. Correr. And also with respect to getting all information that 
you desire in connection with sitting down and bargaining on costs, 
and so forth 4 

Mr. Tomayko. We have had no difficulty on the matter regarding 
insurance. 

Mr. Correr. You get information on insurance company retentions 
and how the costs of this insurance are allocated ¢ 

Mr. Tomayxko. There may be a question in the union’s mind, in re- 
gard to the disposition of the insurance company’s retention, but we 
know in total the amount of retention by the insurance company. 
We do not have the breakdown and we haven't seen fit as yet to make 
an issue of not having the detailed information as to the breakdown 
of the insurance company’s retention. But so far, the union has been 
able to secure from the corporation the kind of information we have 
requested in relation to insurance. 

Mr. Correr. Now, I think, prior to this first collective bargaining 
agreement on the hourly employees, United States Steel carried its in 
surance with 5 companies, 1 of which was the Equitable Assurance 
Co. ? 

Mr. Tyson. There were 8 companies, of which Equitable was 1. 

Mr. Correr. As I recall, the policy was No, 4600. 

Mr. Tyson. That was the Equitable policy. 

Mr. Correr. Examination of that policy by our staff reflected 
sharp cutback in premiums and activity, subsequent to the collective 
bargaining date, but not a complete cutoff of the policy. Will you 
briefly explain what occurred there ? 

Mr. Tyson. Of course, when negotiations were concluded in 1949, 
the members of the steelworkers union became beneficiaries under 
a new policy and, as a result, the majority of the employees who 
had been under the previous policy were withdrawn from that policy. 
However, not all employees were withdrawn because those who were 
disabled or on a layoff status were not eligible in that particular 
status to come under the new contract. Therefore, they still had to 
be carried under the old contract. There were also some of our 
employees in various groups who did not elect to come under the 
new insurance arrangement and remained beneficiaries under the 
existing contract. 
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Mr. Correr. And those were the ones who kept under the old 
policy? 

Mr. Tyson. Yes. 

Mr. Correr. Was any provision made in 1949, or when this first 
collective-bargaining agreement occurred, as to retired employees get- 
ting extended coverage? 

Mr. Tyson. One of the provisions which was negotiated at that 
time was a continuation of life insurance after retirement in a fixed 
amount. 

Mr. Correr. Had you already had that? 

Mr. Tyson. We had not had that. That was a new feature of the 
new program. 

Mr. Correr. How was that financed ? 

Mr. Tyson. Unfortunately, during the first 5 years it was not 
financed because the benefits which were negotiated were such that 
there were no moneys available to take care of those employees 
who had retired and were still living when that contract terminated. 
Those retired employees at the present time are being covered by 
the corporation under the old No. 4600 policy that you mentioned. 

Mr. Correr. Is United States Steel Corp. required to pay anything 
into that policy for those employees ? 

Mr. Tyson. Yes; we have insured those employees under that policy 
and, as such, we- pay the premiums which are designated by the 
insurance company. 

Mr. Corrrer. We notice at the present time the premiums are very 
low. Is that because of a surplus which was credited to the policy 
at the time that most of the employees were taken out of it? 

Mr. Tyson. Well, the group which we are now discussing was not 
placed under that policy until late 1954. 

Mr. Corrrr. They were just recently placed under it? 

Mr. Tyson. They were just recently placed under it because the 
old contract did not expire until October 1954, so 1955 is the first 
year in which you have premiums payable on that group of people. 

Mr. Correr. Under contract No. 4600? 

Mr. Tyson. That is correct. 

Mr. Correr. Before that it was the residue? 

Mr. Tyson. Before that it was the residue. 

Mr. Correr. You have made new provisions with respect to taking 
care of retired employees and this extended coverage, have you not? 

Mr. Tyson. We have, and as a part of the agreed-upon benefits, 
provision is made out of current contributions of both the employee 
and the employer—a specific amount is set aside and paid under a 
policy to the insurance company to make provision currently for the 
cost of the benefits when they are payable upon a retired employee’s 
death. 

Mr. Correr. What group of employees is under that ? 

Mr. Tyson. Under that amendment or that portion of the policy, 
any employee who has retired. 

Mr. Correr. When? 

Mr. Tyson. When he retires. 

Mr. Correr. Since when ? 

Mr. Tyson. Since November 1, 1955. 

Mr. Correr. In other words, you had a cutoff date 

Mr. Tyson. I beg your pardon. I meant 1954. 
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Mr. Correr. Those previously retired are under the old No. 4600? 

Mr. Tyson. That is correct. 

Mr. Correr. Has the company under collective bargaining, con- 
tractual arrangement, or any other arrangement, agreed to be respon- 
sible for the payment of the premiums and to see to it that these re- 
tired employees who are put under policy No. 4600 do receive bene- 
fits, or is that a moral obligation ¢ 

Mr. Tyson. The company has no hiediiadtieid obligation to provide 
for that insurance. 

Mr. Corrrer. At the present time, are there plans to provide for 
them ¢ 

Mr. Tyson. They are retired employees and were retired employees 
at the time of the last negotiation. 

Mr. Correr. I say, currently do you intend to provide for them? 

Mr. Tyson. Currently, we intend to provide for them but it is not 
a part of negotiations. 

Mr. Correr. Now, with respect to the new policy which covers the 
employees who have been retired since the date in 1954 you gave, how 
much 1s being paid in to cover their insurance ¢ 

Mr. Tyson. [ cannot give you the specific amount. I think at the 
present time there is about $2 or $2.5 million in that fund. 

Mr. Correr. At what rate is it being paid in? 

Mr. Tyson. It is being paid in at a fixed rate per month per em- 
ployee covered. 

Mr. Corrrer. Do you know the rate / 

Mr. Tyson. It is $1.02 a month. 

Mr. Correr. What type of policy is that ¢ 

Mr. Tyson. It is the same policy as the No. 9900 policy, but it is 
covered by an amendment to that policy. 

Mr. Correr. I got the impression from the staff examinations that 
it was more in the nature of a composite administration setup, and 
that there was so much money paid in which would be available to 
these employees, but that if it was not enough, there were no guaranties 
in it. 

Mr. Tyson. I think Mr. Smith perhaps could answer that from 
the standpoint of his company, but I don’t think there is any guaranty 
under a group plan for a long period of time to pay any benefits unless 
there is money there to pay for it. Mr. Smith perhaps would prefer 
to answer that. 

Mr. Situ. I think you are correct; it is a composite administration 
type of arrangement. It is made a part of the No. 9900 policy by 
amendment or rider. It is a mechanism that operates somewhat inde- 
pendently of the basic group life insurance provided for active em- 
ployees under that policy. It operates for the purpose of providing 
the insurance after retirement by way of withdrawals from an accu- 
mulating fund. 

Mr. Correr. Does United States Steel have any objection under 


the circumstances to disclosure of its financial operations and costs 
with respect to this insurance program to anyone outside the union 
with which you deal? 

Mr. Tyson. I pointed out, Mr. Cotter, that our arrangement with 
the union was for a fixed cost per hour of work and the benefits that 
are available are those which can be purchased with that amount of 
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money and, as they are negotiated with the union, we of course must 
discuss with the union the experience and the costs that we have in- 
curred in order together to properly arrive at a fixed level of benefits 
that can be paid, and that is what we have done. 

Now, as to disclosure of our costs, we publish annually in our annual 
report that goes to all of our stockholders and to many other people 
the total cost of our insurance program. That isn’t just the insurance 
program with the union, because we don’t have any policy or plan 
that applies to the steelworkers union alone, but that is our total insur- 
ance cost and that is a matter of record annually in our report. 

Mr. Corrrer. Do you see any disadvantages or any dangers in giv- 
ing full information with respect to the financial operations and “the 
manner in which you have handled the coverage on the United States 
Steel employee group ? 

Senator Atvorr. May I inquire there, Mr. Cotter; I am lost. Are 
we still talking just about insurance? 

Mr. Correr. Yes. 

Mr. Tyson. I think the matter of cost, Mr. Cotter, is a matter of 
competition. We and everyone else are desirous of getting the best 
costs that we can get. We have the interests of our employees fore- 
most in our minds and we want to get the most for them that we can, 
with the cost that we pay. I think continual disclosure and talk- 
ing about costs removes that competitive situation. While we have 
discussed this freely with the union, who are parties involved in this 
particular phase, I think a broadcast of those costs is comparable to 
the broadcast of costs of any other portion of your business when you 
get down into details of those costs. I think from that standpoint, 
it is undesirable. 

Mr. Correr. What would be the specific harm that you feel would 
flow from this disclosure in the competitive field you have just spoken 
about ? 

Mr. Tyson. Well, it all comes in the field of competition, and I] 
don’t think anyone is inclined to disclose his basic or detailed costs 
of his operations to the public at large. 

Mr. Correr. It has been pointed out to us on numerous occasions 
by insurance companies and others that competition is the most 
wholesome thing in this group insurance field. 

Mr. Tyson. I think it is. 

Mr. Correr. But you feel this would be overdoing it? 

Mr. ooo I think that is competition. 

Mr. Correr. Competition fundamentally must have some basis of 
knowledge to work on and if no one knew what your costs were rela- 
tively, or had no impression as to what they were, there could be no 
competition with respect to your policies, could there? If there was 
a complete foreclosure of information ? 

Mr. Tyson. Perhaps I do not understand your question. I don’t 
know what you mean by disclosure. Disclosure to ever ybody, or dis- 
closure within our own—disclosure to the parties at issue in the 
situation ? 

Senator AtLorr. I would like to point this out, if I may, Mr. Chair- 
man. It seems to me perhaps we are off on a tangent. We have here 
the union representatives and we have the members of the steel cor- 
poration. We have the two competitive factors here—the union on 
the one hand and the steel cor por ation on the other. 
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The union man puts up so much an hour and the steel corporation 
puts up so much an hour, and each has its—there may be a little dif- 
ference—but we will assume that each has a humanitarian purpose to 
get the most they can for their money. The union people have the 
added incentive that they want, as representatives of their people, to 
get the maximum for them that they can for that money. The steel 
company has the added incentive that the more they get for the mem 
bers with their contribution, which is fixed, the h: appier the worker is 
going to be and consequently the more pleasant their employee-em 
ployer relationships are going to be, so it seems to me that we are off 
a little bit here, and that “there are two | ‘competitive factors here. 

The only question is whether or not competition is effective as be 
tween insurance companies. Now, I feel this way about it: If this 
gentleman is representing the employer, and the other gentleman rep- 
resents the employees and they decide that somebody other than Equi- 
table—who, I assume, from the fact that they are here, carries this 
insurance—could do the job better, there are probably 10 or 12 other 
insurance companies in this country which would not only be able and 
willing to carry the insurance, but would be happy to bid on it. 

Later, I want to ask these gentlemen of the insurance company some 
questions about that, because it seems to me the real competition is 
already represented here. Both of these parties would be out trying 
to buy a better package if they could get it—that is where the com- 
petition is. 

Mr. Cotrer. Perhaps I did not state my point clearly enough, Sen- 
ator Allott. Let me put it another way: would disclosure to a Gov- 
ernment agency, in connection with disclosure legislation, serve any 
additional purpose in this connection, or would it be harmful ¢ 

Senator Atiorr. Before you get through with that, are you talking 
about disclosure of what they do with their 9 cents or are you talking 
about disclosure of their administrative costs / 

Mr. Correr. When we get down to disclosure, we have to discuss the 
various types of disclosure, but I was generally discussing complete 
disclosure. 

Senator Dovetas. We want to get your advice and information on 
this subject because it is one that the subcommittee and C ongress may 
have to face. 

Senator Atxorr. I would like to hear before we are through, too, 
the opinion of the union on that overall question. 

Mr. Correr. Could we have both reactions to it at this point ? 

Mr. Tyson. Our plan has been pretty well publicized. The costs 
are fairly well known. The benefits in the packages are known. We 

can see no purpose served in breaking down the ‘individual elements 

of that atleath. We, of course, wate +h those elements ver y carefully, 
and I am sure our friends who sit across the table from us in the 
bargaining sessions watch them very carefully. But a group plan 
must be considered in its entirety, rather than in the breaking down 
of component parts. Any review or consideration of those various 
parts over a short period of time can result in wrong conclusions be- 
cause of the ups and downs that occur because of illness, a series of 
deaths, heavier in one period than another, so that this must be done 
over a period, and the things tend to balance themselves out, and we 
look upon it from an overall standpoint. 

Does that answer the point that you had in mind? 
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Mr. Correr. You are suggesting that some harmful things might 
flow from a disclosure that would be outside the realm of the union, 
or the two parties at interest ? 

Mr. Tyson. In my opinion, there is no doubt about it, sir. 

Mr. Correr. Could we have the union’s views on that, Mr. Tomayko? 

Mr. Tomayko, As you know, we have made statements to this com- 
mittee in relation to our attitude on disclosure. We feel primarily 
that as a union, we have an obligation to disclose this kind of informa- 
tion to our membership. In fact, we have passed certain resolutions 
to that effect. 

In this particular instance with the United States Steel Corp., we 
have been rather proud of our operations and we have no fear of 
disclosure. We think that disclosure to the participants might, in 
the long run, prevent abuse. We feel, however, that perhaps there 
are unions or companies who don’t have the same attitude and it 
might be necessary for the Government to pass legislation to compel 
them to disclose to their membership, or their participants or their 
employees, an explanation on the expenditures of moneys. 

Now, we feel primarily that that should go to the people. Whether 
it should be a Government agency that might be the compelling factor 
would be up to your own decision, Senator. 

Senator Dovueias. Now, I think that is a very constructive statement 
and it clarifies a good deal of the discussion. 

Am I correct in saying that you believe there should be disclosure of 
these details to the benefici laries, but that you favor Government 
action only insofar as it is necessary to get that? I take it by infer- 
ence, you do not favor disclosure to the general public, with the Gov- 
ernment as the intermediary. 

Mr. Tomayko. We are not particularly fond of that, but we have 
nothing to fear as far as the steelworkers union is concerned. 

Senator Doueias. You favor disclosure to the employees ? 

Mr. Tomayxo. That is right. We think it would enhance collective 
bargaining in this field, and we have nothing to fear in that direction. 

Senator Atiorr. Mr. Tomayko, were you speaking of general dis- 
closure in this whole field, or were you speaking solely w ith respect to 
your own plan? That is quite important, I think. 

Mr. Tomayxo. I am speaking about general disclosure in this whole 
field. 

Senator Atiorr. Let me pin this down a little more definitely. As 
Mr. Tyson has suggested, he feels that disclosure to the public of 
certain phases of this would result in placing the company with which 
vou dea] all the time in an unfair competitive position. Then what 
would be your answer to that particular question 

Mr. Tomayko. I can’t see it, sir. I think if Equitable is charging 
us 7 percent—and that is hypothetical—for the administration of the 
benefits of our program, they shouldn’t fear disclosure of that fact, 
because I assume that that is the best they can do. If they are charg- 
ing us 7 percent, I don’t think they are trying to make an extra profit. 
If some other company can give it to us for 6 percent, perhaps they 
will step forward and tell us. 

Senator Arzorr. This is different from the case we have just listened 
to. Iam sure you recognize that. You were here during the previous 
case. 

Mr. Tomayko. Yes. 
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Senator Atzorr. I assume that under this type of thing—which I 
believe, Mr. Chairman, is the only one of exactly this type we have 
gone into here, is it not, where both the worker and the employer con- 
tribute an equal amount—each of you is trying to buy absolutely the 
maximum. And if you thought, for example, that the employer was 
dragging his feet in trying to buy the maximum, or if he thought you 
were dragging your feet anywhere along the way, you probab ily both 
would have a good heart-to-heart talk across the table, would you not ¢ 

Mr. Tomayko. We would. We have. 

Mr. Tyson. That is an understatement, sir. 

Mr. Vooruezs. It wasn’t so long ago that the unions maintained 
that additional insurance matters could be paid out of the fund. 
Would that be very nice information from the standpoint of the start 
of the plan to get out to the public, for both of us? 

Mr. Tomayko. I am not sure I understand the point. 

Senator Doveias. Would you like to have it read ¢ 

(The reporter read Mr. Voorhees’ statement.) 

Mr. Tomayko. Mr. Voorhees is probably making the contention 
that the union has probably asked for more benefits than the company 
members of the joint committee thought were financially possible 
through the fund. I am not sure that it has ever been proven that the 
union was wrong. 

Senator Atiorr. Let’s don’t start bargaining for a new contract 
here. Let me explore this matter a little bit more, because it seems 
to me to be very important, and I will take it from your statement, 
Mr. Tomayko. Now you each contribute—the employer and the 
employee—a specific amount, and it seems to me quite clear that each 
of you, although you may argue about it, has a definite interest in 
obtaining the maximum benefits that can be obtained because you 
each have to put up the money anyway. 

Now your statement about disclosure raises a question which I 
think Equitable is interested in. The insurance field, this subcom- 
mittee was told, in no uncertain terms several months ago, 1S a very 
highly competitive field. Now how far should that go with respect 
to disclosure? - Your statement indicated that you thought it would 
be up to the insurance company to give complete disc losure on their 
cost of operation of this loca. Then you are at least raising the 
question of whether an insurance company should disclose to its com- 
petitors its methods of operation which they feel enable it to handle 
an account at a lower premium, or a lesser rate, than someone else. 

Mr. Tomayko. Senator, I think that an insurance company, you 
see, is only a trustee of our money. I think at the end of any given 
period the insurance company has an obligation to the people who 
have purchased these benefits to account for every last red cent that 
we have given them, in the detail that this union thinks it is entitled 
to, and in the detail that this company might think that it is entitled 
fora I am talking about commissions, brokers’ fees, and all the 

way down the line. 

Senator Auxorr. I agree partially with you. However, they are 
not trustees. The relationship of the insurance company is a con- 
tractual one. 

Mr. Tomayxo. I say we look at it from the union point of view 
as their only being trustees and administrators of a certain amount 
of money that is supposed to provide benefits, and they have to prove 





1158 WELFARE AND PENSION PLANS INVESTIGATION 


to us at the end of the year that they have provided these benefits to 
our people at the least possible cost. They can only do that by 
accounting for every cent. 

Senator Atxorr. If you didn’t think you were getting the maximum 
that you should get from any particular company, you would take 
your business elsewhere, would you not ¢ 

Mr. Tomayko. We surely would. 

Senator Atiorr. Mr. Chairman, this is a little out of the way, but 
this question has recurred in my mind several times, and I probably 
should have asked it of the Metropolitan man this morning. 

If you can answer this question, gentlemen, I will a it. 
In an account the size of this account, or the size of the General 
Motors account, which we were discussing today, how many companies 
would have the financial backing and the size and the organization 
to bid on accounts of this nature? Can you give me a rough estimate ? 

Mr. Smirn. I would think it would number in the dozens, sir. I 
am sure that should United States Steel ask for bids for its entire 
group insurance plan, it could readily obtain certainly 15 to 25 without 
any difficulty at all. Now whether or not those companies who bid 
would expect to share the risk with other companies through rein- 
surance arrangements is a secondary question, but this type of insur- 
ance, I am sure, many many companies would feel able to handle as 
a primary insurer. 

Senator AuLorr. Do you feel the insurance business is competitive ? 

Mr. Sorru. I feel that it is more than competitive. I am afraid 
sometimes it borders on being too competitive. 

Senator Atvorr. That is all for the moment, Mr. Chairman. 

Senator Doue.as. 1 would like to compliment both the company 


and the union for getting together on the exchange of information on 
this insurance question. I think both of them are to be commended. 
Now does that cover the insurance question, Mr. Cotter ? 
Mr. Correr. I have no further questions. 
Senator Doveias. Do you want to proceed with pensions? 
Mr. Tyson. I will take up from the first aoe of the statement. 


There are, however, important trusts that have been created as part 
of United States Steel’s provisions for employee pensions. I think it 
would be helpful to give you a brief history of them. 

Under United States Steel’s pension plan there are three trusts, 
the origin of and distinction between which I will explain in a mo- 
ment. The trustee for all three trusts is the United States Steel 
and Carnegie Pension Fund (a nonprofit Pennsylvania membership 
corporation) which for brevity’s sake I will henceforth speak of as 
the “Pennsylvania Corp.” 

The story of pensions paid by United States Steel to its retiring 
employees had its beginning over 40 years ago when, on January 1, 
1911, there was established what is now the Pennsylvania Corp. ‘The 
trusteed assets were about $12 million, consisting of about $8 million 
provided by United States Steel and about $4 million of the Carnegie 
Relief Fund, originally established by Andrew Carnegie in 1901. We 
speak of this as the Carnegie Trust. Pensions have been paid to 
retiring employees of long continuous service ever since that time, 
part of the cost being met out of the income earned on this fund. 
Until 1939 pensions were entirely noncontributory—employees did 
not share in the cost of the pensions. 





WELFARE AND PENSION PLANS INVESTIGATION 1159 


In late 1939 there was a major revision in United States Steel’s 
pension plan which was designed with respect to employee service 
after that date to supplement the old-age pension system adopted by 
the Federal Government in the 1930’s. Under this revision the then 
existing noncontributory plan for normal retirements was terminated 
with respect to service subsequent to 1939 and a new contributory plan 
was instituted. Under the new contributory plan, pensions were to 
be based on service after 1939 and on earnings in excess of those taxed 
under the Government’s old-age pension program. 

Mr. Correr. What was the practical effect of that, Mr. Tyson ¢ 

Mr. Tyson. I think we will come to that, if I may finish this. 

Mr. Correr. Very well. 

Mr. Tyson. All employees earning in excess of the amounts taxed 
under the governmental plan were “eligib le to participate but par- 

ticipation was voluntary on the part of the employee. The plan pro- 

vided upon retirement at age 65 an annual life pension cai alent to 
1 percent of the aggregate earnings upon which contributions were 
made, Participants contribute 3 percent of their eligible compen 
sation and United States Steel contributes the balance necessary to 
provide the stipulated benefit. 

Senator Doverias. That is 1 percent multiplied by the number of 
years? 

Mr. Tyson. That is correct, based on average eligible compensation. 

These employee and company contributions are paid to the Penn- 
sylvania Corp. as trustee under a trust agreement. We speak of 
this as the contributory trust. The amount currently in this trust is 
approximately $75 million. 

In 1949 for the first time pension benefits were the subject of bar- 
gaining between United States Steel and the United Steelworkers of 
America. At that time we entered into a 5- year agreement to provide 
pension benefits under certain conditions, the entire cost of which was 
to be borne by the employer. In 1954 a subsequent agreement was 
entered into with this union for a 3-year period under which the 
benefits were increased. At present the minimum service requirement 
for a normal retirement pension at age 65, or a disability pension in 
advance of that age, is 15 years. The minimum normal pension for an 
employee with 30 years of service is $140 per month, less a deduction of 
$85 which was the maximum primary benefit under the social-security 
law as it existed in June 1954. Minimum pensions for less than 30 
years of service are provided in a reduced amount. Greater pensions 
are paid if a calculation based on an employee's earnings results in an 
amount in excess of the min‘mum. 

Senator Doue.ias. These last three sentences on page 3 mean, in 
effect, that you multiply the number of years by $2.15, and you get a 
monthly figure; isn’t that approximately right / 

Mr. Tyson. Do you mean for the minimum, sir? The minimum for 
30 years paid by the corporation is $55 a month. 

Senator DouaGias. I beg your o It is $1.80, roughly ? 

Mr. Tyson. $1.80 is about right; yes. That is scaled down as the 
years of service may be less than 30. 

These noncontributory benefits both in 1949 and 1954 were made 
applicable to most employees. Also in 1949 the contributory part of 
the pension plan was amended to include as new or continuing par- 
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ticipants only those salaried employees who are not entitled to receive 
overtime compensation. 

Thus, United States Steel for the first time entered into a contract 
to pay pensions. It is to be noted that the agreement was to pay 
pensions. It was not to accumulate funds in advance of their being 
paid out as pensions. Should United States Steel choose to do so it 
was free to establish a fund from which the pensions contracted might 
be paid. Should that fund fail the contractual obligation to pay the 
pensions would not be altered. 

United States Steel did not have to create a fund as a means of 
providing for pensions. It could have, had it so chosen, merely under- 
taken to have paid the pens ions as they came due as a part of current 
operating costs. United States Steel did choose to utilize another trust 
fund—now amounting to about $640 million—as part of its method of 
providing for pensions. We speak of this trust as the non a ibutory 
trust. This trust had been originally established in 1940 as a means 
of funding the cost of future noncontributory pensions ba ased on serv- 
ice rendered prior to that year by those who were employees at that 
time. 

‘There may be some interest in the reasons for choosing a funding 
method for providing pensions. 

There are at least four general ways of measuring and providing 
for the cost of pensions. We think of them as: (1) Cash disbursement 
basis; (2) terminal funding; (8) funding current service cost; (4) 
funding current and past service costs. 

Under the cash disbursement basis no provision is made for the 
pension cost during active employment of the prospective pensioner. 
Upon his retirement he is, in effect, continued on the payroll at a 
reduced rate of compensation, his pension being regarded as a cur- 
rent operating cost. This represents a minimum immediate cost. to 
the company instituting a pension plan, but it makes no provision 
during the productive years of an employee for the pension he is to 
receive on the basis of those productive years. 

Under terminal funding a company still makes no provision for 
an employee’s pension during his active service, but pays into a fund 
at the time of his retirement an amount which, with interest thereon, 
is actuarially estimated to be sufficient to pay the pension during his 
remaining life. This plan in its early years requires heavier company 
payments than the cash disbursement plan, but, as in the cash dis- 
bursement basis, it also makes no provision during the productive 
years of an employee for the pension he is to receive on the basis of 
those productive years. 

The funding of current service cost starts out by recognizing that 
the cost of an employee’s service is greater than the amount currently 
paid to him as wages because, as he works, he concurrently est: ablishes 
a possible claim to a pension. In a sense this is a claim to more pay 
for the same work; it is therefore deemed to be a part of the cost of 
that work and hence a part of the cost of the product resulting from 
that work. Under this method, the actuary computes for the em- 
ployees as a group the probable pensions that will be paid to surviving 
members of the group. He next determines an amount which, if paid 
into a fund currently, will, with the interest earned by the fund, pro- 
vide the amounts necessary to pay the pensions to the survivors of 
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the group based on their service rendered subsequent to the time when 
funding commenced. This annual amount is the item which is given 
the name, normal or current service cost. 

Providing concurrently on an actuarial basis for pensions based on 
current employee service does not, of course, make any provision for 
the part of the employee's pension that is based on service rendered 
in the past, prior to the establishment of a fund. It is possible for an 
actuary to compute how much of a fund should have been accumulated 
at the time a pension plan is established or funding begins to take 
care of the part of the pension cost based on service rendered prio! 
thereto. This computed amount is called the past service cost. Since 
the calculation assumes that there would be interest earnings on that 
amount, and since there are no such earnings, then the equivalent 
thereof must be supplied by the company to keep the past service cost 
from increasing. Meeting this interest cost—which freezes the past 
service cost—plus providing amounts to cover current service cost; 
is the Treasury Department’s minimum funding requirement for con 
tinuing tax-exempt status for a pension trust. 

The fourth method of providing for the cost of pensions is to pay 
the current service cost, the interest on a past service cost and, 
addition, to fund the past service cost. Under the Internal Revenue 
Code it would take about 1114 years to complete the funding of pa 
service cost at the maximum permissible rate. 

You will note that all of the methods of costing pensions except the 
first—the cash disbursements—method require the services of an ex 
pert actuary. This should be emphasized. a is little point in 
ascertaining the amounts that must currently be set seidie to provide 
for pension payments in the future unless those amounts together 
with income from their investment will actually meet the pension re 
quirement. Actuarial determination of pension cost and regular 
actuarial review and audit of the provisions for pensions are as essen- 
tial and safeguarding as financial audits of pension funds. 

Any one of the several methods of providing for pensions just set 
forth may be appropriate to the requirements of particular com- 
panies. In the case of United States Steel the funding of both the 
current and past service costs of noncontributory pensions is now 
being undertaken. 

Parenthetically I may say that contributory pensions are already 
on a fully funded basis, since no service rendered prior to the initia 
tion of the contributory plan is recognized in the determination of 
such pensions, and since the funding of current service costs of the 
contributory pensions has been the policy since their inception. 

Senator Doveras. Are you saying this, that you have a self-insured 
plan, but that you provide reserves to take care of past earns: 
and also to meet increased future costs because there will be addi- 
tional persons coming on pension / 

Mr. Tyson. No, sir. 

In connection with the noncontributory plan, at the time we entered 
into our negotiations, the benefits applie 1d equally to the service which 
had been performed in the past as it would to the service which would 
be performed in the future. Consequently, there was a large past 
service cost which was in existence, at that date. When we speak of 
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funding the past-service cost, those are the payments we are making 
against that cost. 

Senator Dovueias. We have much the same problem in the case 
of railway retirement ? 

Mr. Tyson. That is correct, sir, 

Insofar as the current-service cost is concerned, we are paying 
currently an amount related to the current payroll for employees 
actually working, as it is actuarially estimated it will be required to 
cover the cost of the pension based on that particular service. 

Senator Doveias. You-are a self-insurer. You do not buy policies 

Mr. Tyson. We do not buy policies, no, sir. 

Senator Dove.as. You intend to have this separate fund sufficient 
to meet the claims as they accrue? 

Mr. Tyson. We do. 

Mr. Correr. Do’you have any insured pension funds in the United 
States Steel program ¢ 

Mr. Tyson. We have none. 

Mr. Correr. With respect to salaried or any other type of employ- 
ees ¢ 

Mr. Tyson. We do not. 

Senator Doveias. You do not turn this over to a bank to manage 
for you? 

Mr. Tyson. No, sir. 

The steel industry is notably an up-and-down business, and what- 
ever can be done during the up periods to ease the burdens of the down 
periods is worth most serious consideration. The method selected 
is the one that we believe is currently the most suitable from the point 
of view of United States Steel’s long-time stability, solvency and low- 
cost operations, as well as aiding United States Steel in making sure 
that adequate sums will be available to pay pensions when they come 
clue. ; 

Senator Doverias. This is not a mischievous question, but I would 
like to ask you if 1954 was a down period ? 

Mr. Voorners. A down period as compared to 1953. 

Senator Dovetas. And a down period compared with the general 
run of the industry ? 

Mr. Vooruers. It was a down period with respect to the previous 
3 years, 

Senator Dove.as. I have had an argument with certain gentlemen 
about that. I felt there was a recession in 1954, which certain gentle- 
men deny. When I find evidence of this kind coming from such 
expert sources I am very grateful for it. 

Mr. Voorners. It was a readjustment period. 

Mr. Tyson. As noted earlier, the Pennsylvania Corp. is the trustee 
for the three trust. funds—the Carnegie trust, the contributory trust, 
and the noncontributory trust. The responsibility for investment of 
the funds rests in its committee on finance, composed of five of its 
directors one of whom is the vice president of investments. 

Senator Dovetas. Are you that gentleman / 

Mr. Tyson. The vice president of investments? No,I am not. Iam 
a director of the pension fund. 





WELFARE AND PENSION PLANS INVESTIGATION 1163 


Mr. Voorneges. Mr. Tyson and I are directors of the United States 
Steel and Carnegie Pension Fund. 

Mr. Tyson. The investment program is conducted under general 
and safeguarding policies recommended by this committee and con 
curred in by the board of directors of United States Steel Corp. 
The vice president of investments has a staff of skilled investment an 
alysts and also receives investment advice from various independent 
sources. 

The Pennsylvania Corp. makes quarterly reports to the board of 
directors of United States Steel Corp. The reports cover the trans 
actions of the trusts and include a list of investments at the close of 
the period. 

Kach year an annual audit of the accounts of the Pennsylvania 
Corp. made by independent public accountants includes a detailed 
examination of the funds and investments of the trusts. Each year 
also an independent actuary reports upon the actuarial status of the 
trusts and in addition reviews and determines the company contribu 
tion rates. 

In our opinion, more than the necessary precautions to safeguard 
and properly administer these funds have been taken. 

For the information of the committee it may be noted that these 
three trusts own no United States Steel common or preferred stock, 
but do own $67.7 million of United States Steel Corp. serial deben 
tures and $12.2 million of subsidiary railroad company mortgage 
bonds. About 17 percent of the investments of the trusts are cur 
rently in various common stocks, by which term we do not include 
stocks of banks and insurance companies. The maximum investment 
in any one common stock is about one-half of 1 percent of the total 
investments. The trusts seldom own more than 1 percent of the com 
mon stock of any company, and as a matter of policy they do not aim 
to hold more than 5 percent of the stock of a company, except in the 
case of a few small industrial enterprises where risk capital may be 
provided. The annual administrative expense of the Pennsylvania 
Corp. (which includes the processing and disbursing of pensions) 
currently amounts to approximately one-tenth of 1 percent of the 
trust assets. 

I will skip now to the conclusion on page 11. 

This then is the situation which has been worked out and now 
exists with respect to insurance and pension benefits in United States 
Steel and in our judgment these arrangements are quite logical and 
entirely proper. We do not find in our situation anything which 
suggests the need for remedial legislation. 

We realize, however, that this committee is onarenney with the 
problems regarding disclosure of, regulation of, or limitation on, in- 
vestment of insurance and pension trust funds ge cae ee with a view 
to ascertaining what type of legislation, if any, should be recom- 
mended to the C ongress. As far as we are concerned this is a very 
complex problem. ‘We know that there must be m: iny hundreds of 
such trusts across the country for which banks act as trustees. Also 
there are many employee benefit funds managed in other ways. Un- 
doubtedly, the great majority of employee benefit funds are operated 
quite successfully. There may be others which are not so successful. 

62033—56—pt. 3 —22 
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It is a fair assumption that the most appropriate pension or insur- 
ance plan for one company or one industry will be different from that 
most appropriate to a company in another industry or region. There 
is already substantial supervision by the various States ‘of insurance 
companies with which insurance and pension programs are often ar- 
ranged; and there is also State supervision of banks that often act as 
trustees of other insurance and pension funds. There are today 
proposals in various State legislatures looking toward the de ‘velop- 
ment of supervision of benefit “funds by State agencies. 

At this stage of the development of benefit plans and their admin- 
istration and financing it seems to us there is much merit in letting the 
matter of public supervision be developed and tested by the States, 
through extension, if needed, of the supervision that is already in 
existence. 

There has been furnished to the committee a supplementary state 
ment with reg@ard to disclosure of pension fund investments whic h I 
would now like to read if that is your pleasure. 

Mr. Correr. Before you get into that, [ would like to say this is a 
very excellent present: ition, in my opinion. 

Mr. Voorners. Thank you very much. 

Mr. Tyson. On June 1, 1955, during a conference between officers of 
United States Steel Corp. and Mr. Blake Turner, an investigator on 
the staff of this committee, Mr. Turner requested us to give him a list 
of the pension trust. investments and to permit him to examine the 
investment portfolio. 

On November 9, 1955, Mr. Paul Cotter, chief counsel of this com- 
mittee, wrote us, quoting from Mr. Turner’s report as to the reasons 
given for not complying with the request and asking us to correct any 
inaccuracies in the quotations. Since we felt that Mr. Turner’s re- 
port, although generally accurate, did not reflect the position we had 
taken in some respects, we delivered a reply to Mr. Cotter on Monday, 
November 21, and at the same time discussed this and other matters at 
leneth with Mr. Cotter and members of his staff. We believe we made 
clear to Mr. Cotter the reasons for our not wishing to make the list of 
the pension trust investments a public record. However, he advised 
us that he thought this committee should hear our own expression of 
our views and indicated his intention of requesting our appearance 
here this week. 

Subsequent to our discussion with Mr. Cotter, and after full con- 
sideration of the matter, we came to the conclusion that we would offer 
to show in confidence a list of investments to the chairman and other 
members of this committee. We so advised Mr. Cotter and asked 
him to arrange, if possible, a meeting with the chairman for this pur- 
pose. It appeared that no such meeting in advance of these hearings 
was possible but we are, of course, pr epared to carry through on this 
offer at any appropriate time if this committee desires. At the same 
time we request, in view of the confidential nature of this information, 
as we see it, that the list not be made a part of the record of this hear- 
ing or any other records or reports of this committee which will be 
available to anyone other than this committee itself. We have pre- 
pared and submit herewith a summary of investments which we hope 
will be sufficient for this committee’s purposes. This summary shows 

ach investment in securities of United States Steel Corp. and sub- 
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sidiaries; it shows the percentage of pension trust investments in each 
of the 13 other classes of securities. 

Fundamentally, the reasons for our belief that the investments 
should not be made public are twofold. 

My previous statement has fully explained the history of our pen 
sion plan and particularly the negotiations with the mnion and the 
establishment of the noncontributory trust. I have pointed out that 
the contractual obligation of United States Steel—resulting from this 
collective bargaining—is to pay certain amounts as pensions to our 
retiring employees covered by our labor contracts. United States 
Steel has no contractual obligation to pay any amount into a trust, 
to create a trust or to set aside moneys in any fashion. However, as 
has been stated, United States Steel elected to utilize the trust method 
and to make payments to the trustee of the noncontributory trust suf 
ficient to cover current service costs and interest on past service costs. 
In addition, payments have been made toward the funding of past 
service costs. One of the import: int reasons for this decision was to 
protect United States Steel and its stockholders by making provision 
currently for future liabilities, just as reserves are set aside by any 
provident business enterprise to cover obligations which it is either 
known or expected will arise. Under these circumstances, the trustee 
must be, and is, accountable to United States Steel—and I have ex- 
plained the accounting procedure—but we do not believe it should 
be accountable otherwise, except in accordance with general law. 

Secondly, we believe the investments of the pension trusts are of 
an exceedingly confidential nature from a number of points of view. 
One reason is that the business of investing funds, like other phases 
of American life, is highly competitive. We do not wish competitors 
in this field to know our trustee’s investment policies or the amount or 
nature of particular investments. The greatest assurance that good 
investments will be made is that earnest, skilled and often costly 
investigation of possible investments is undertaken. The reward for 
providing proficient management of funds is that a better investment 
job may thereby be done. If the decisions with respect to investments 
are publicized, then the advantage sought in making those investments 
is thereby lessened. It is strictly akin to many other ises of business 
life. A company might hesitate to spend money to develop new 
products or processes ‘if the results of those developments were not 
patentable and thus protected. 

As an example of the kind of situation which arises, there have been 
occasions when the trustee has adopted a long-range program of in- 
vesting in the securities of a particular kind or of a specific industry 
which it felt had growth possibilities. If its investments had been 
generally known, other investors could and well might have followed 
its policy with respect to these securities and forced up the market 
price before it could have completed its program. 

There is another reason why we believe it is essential to keep indi- 
vidual investments of the pension trusts confidential. The assets of 
these trusts are, of course, trust funds and must be invested with due 
regard to that fact. Because the inherent characteristics of securities 
and their respective attractiveness as investments are constantly chang- 
ing, the securities of one company may be bought or sold today and of 
another bought or sold tomorrow. 


This process goes on in all trust 
fund investments. 
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If this constant buying and selling of securities is not kept contiden 
tial, changes in the investment portfolio could be improperly con- 
strued as an expression of confidence or lack of confidence in a particu 
lar company or investment. This might not only lead to disturbing 
inferences on the part of the company whose securities are bought or 
sold but to many other inferences or uses which would not be desirable. 

Without further discussion I can assure you that preserving the con 
fidential character of the pension trust investments is considered by us 
as a matter of first importance. 

Your attention is again directed to the summary of the investment 
portfolio which is submitted herewith to this committee for the record. 
You will note from the various headings the respective types of securi- 
ties now in the trusts and the proportion of the funds invested in each 
type of securities. This, we hope, will be suflicient for the purposes 
of this committee. 

I may add that we believe it would be manifestly unfair, in the 
absence of legislation requiring that investments of all pension funds 
be publie ized, to put on view the details with respect to securities of 
one or a few pension funds. We hope this committee will agree with 
our position in this respect regardless of the views the committee 
members may hold with respect to what legislation, if any, may event- 
ually be required in the public interest. 

(The summary of the investment portfolio referred to was marked 
“Exhibit 92.” and is as follows :) 


ExHIBIT 92 
UNITED STATES STEEL AND CARNEGIE PENSION FUND 


Summary of investments and other-assets held in pension trusts, Oct. 31, 1955 


Amortized Total, 


| 
i 
Investments Face | ; : 
| } cost percent 
United States Steel and subsidiaries: 
United States Steel Corp., serial debentures__-- $67, 700, 000 $67, 415, 716 
Elgin, Joliet & Eastern Ry., mortgage . ‘ 2, 658, 000 2, 699, 858 | 
Pittsburg, Bessemer & Lake Erie RR., mortgage -__- 2, 342, 000 | 2, 300, 394 | 
Union RR., refunding mortgage - - _- - ; 7, 212, 000 | 7, 212, 000 | 
Total _ 79, 912, 000 | 79, 627, 968 10.7 
(NotTE.—Only investments of the trusts in United States 
Steel or subsidiary companies.) 
Other bonds, notes, and debentures: 
United States Government... 160, 378, 000 160, 449, 029 21.6 
Railroads and equipments 2, 239, 545 2, 240, 562 3 
Public utilities 70, 414, 000 70, 750, 854 9.5 
Industrials 154, 454, 595 154, 568, 630 | 20.8 
All other ; 30, 213, 500 30, 012, 817 4.0) 
Total bonds__.. 497, 611, 640 497, 649, 860 66.9 
Mortgages 20, 892, 992 2.8 
Oil and gas payme nts 10, 392, 673 1.4 
Oil royalties 6, 842, 498 y 
Properties owned and leased 22, 870, 961 . 7 
Preferred stocks 1, 704, 701 2 
Bank stocks 25, 204, 422 3.4 
Insurance stocks 35, 460, 601 4.8 
Common stocks 122, 847, 217 16.5 
Total i 743, 865, 925 100.0 
Less: Reserves for possible losses 15, 389, 47 
Net investments 


Cash 


Less: Accounts payable net of receivables. - 


Net assets at Oct. 31, 1955__._.-- aa 725 
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Senator Dovetas. You have mentioned that the details of your in 
vestments should not be published. The Chair recognizes a good deal 
of force in the argument you have cited. These gentlemen are reputed 
to have good financial sense and I imagine your investments would be 
watched. 

What is the procedure in investment trusts? 

Mr. Voorners. Investment trusts do publish their investments and 
the details. However, I think they are in a little different position. 
1 think insofar as section 505 of the 1954 tax bill is concerned there 
was a question involved with respect to having pension trusts use the 
same rules that apply to investment trusts, and I think that insofar as 
the discussion is concerned, which took place in the Senate, they didn’t 
approve it, and I think there is a lot of argument there both pro and 
con for treating pension trusts like investment trusts. If I recall 
correctly, the Senate didn’t pass that particular House resolution or 
House statute, that - ‘tion. They didn’t approve it. 

Senator Doveras. I don’t recall much discussion on the floor. It 
may have been eliminated in the committee. 

Mr. Voorners. I think it was. There was quite a bit of discussion 
in committee on it. 

Senator Dovetas. Is the requirement that the investment trust pub- 
lish their assets—is that under the SEC ¢ 

Mr. Voorneers. That is right. 

Senator Autvorr. I think it might be wise to comment here, too, Mr. 
Chairman, that there is another essential difference. Investment 
trusts are in the competitive market for money for investment and, of 
course, no one is going to invest unless he has a chance to see what is 
in them. 

I would like to ask a question of Mr. Tyson. You have offered 
a summary here, which you have no objection to going in the record. 

Mr. Voorners. That is right. 

Senator Doueias. Several things came up in a collateral fashion 
which I referred to yesterday and again this morning, namely, that we 
did discover one company—a big company, not your company—had 
large welfare funds under the trusteeship of a New Yor . bank. This 
New York bank owned a very large block of stock in company A, 
which in turn owned a large block of stock in company 'B, the annual 
meetings in A preceding the annual me etings in B. The large blocks 
of stock held in A would be a ver y large factor in determining the con- 
trol of that company. The control of that company would determine 
how the stock in the next company would be voted. The original 
company was seeking a merger with B and, therefore, through the use 
of its welfare funds, it was indirectly helping to control the com- 
pany with which it was merging. 

Now, I debated at times w shether we should bring that out in these 
hearings. I decided not to. However, the fact that we ran across it 
in this instance presents the possibility that it may not be an uncommon 
occurrence, and I wondered if you had any comments. 

Mr. Voorneess. I assure you, Senator Douglas, insofar as the Penn- 
sylvania Corp. is concerned, as trustee, we have nothing of that charac- 
ter in our investments. 

Senator Dova.as. That is, you are not controlling on competitors or 
suppliers ? 
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Mr. Voorures. The trustee is working on the basis of an investment 
and return on that investment and the main thing is to be sure that the 
money invested, that the principal is safe and that we can get as large 
an income as possible on it. 

Senator Dovcias. Without commenting on the situation with re- 
gard to this other company, whose identity you can probably suspect, 
and without making any reflections upon them, do you feel that if this 
practice that I have stated is a general one, it is something that the 
public should at least consider and try to check in as legitimate a way 
as we can? That is, the use of welfare funds to control companies 
other than the company in question. 

Mr. Voorners. [ might make this statement. Insofar as our fund 
is concerned, we hope there is nothing in there that would approach 
that kind of a situation. Insofar as our investments are concerned, 
we haven’t had a single case where the management of that company, 
by a group of stockholders, has been attacked. 

Senator Doveias. You think it is a practice to be avoided ¢ 

Mr. Tyson. You were out of the room, but we did give percentages 
on page 8 of our statement and we said that the maximum investment 
in any one common stock is about one-half of 1 percent of the total 
investment. The trusts seldom own more than 1 percent of the com 
mon stock of any company and as a matter of policy they do not aim 
to hold more than 5 percent of the stock of a company, except in the 
case of a few small industrial enterprises where risk capital may be 
provided. 

Senator Doucias. I was out of the room when that was read. 

Senator Atvorr. This original statement is dated November 29, and 
that statement is applicable to the summary which you prosimed 4 In 
your supplementary statement. I think that ought to be made cle: 

Mr. Tyson. That is correct. All those figures i in the summary are 
October 31 and the situation has not changed to any degree. 

Mr. Corrrer. Do I understand, Mr. Tyson, that you have no objec- 
tion to the publication of those figures ? 

Mr. Tyson. Of the summary figures? 

Mr. Correr. That is right. 

Mr. VoorHeEs. No objection to the summary figures. 

Mr. Correr. Mr. Chairman, in that Mr. Tyson, in reading Mr. 
Voorhees’ statement, mentioned a letter which I wrote to Mr. Tennant, 
general counsel, United States Steel, under date of November 9, and 
Mr. Tennant’s reply of November 21, could we have those two letters 
included in the record ? 

Senator Dovetas. They will be included in the record. 

(The letters referred to were marked “Exhibits 93 and 94” and are 
as follows:) 

UXHIBIT 93 
UNITED STATES SENATE, 
COMMITTEE ON LABOR AND PUBLIC WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDS, 


November 9, 1955 
Mr. JouN S. TENNANT, 


Gener al Counsel, United States Steel Corporation, 
New York, N. Y. 

DeaR Mr. TENNANT: On June 1, 1955, Mr. Blake E, Turner, of this subcom- 
mittee staff interviewed a number of officials concerning the United States Steel 
and Carnegie Pension Fund, including yourself and Messrs. Robert C. Tyson, 
Enders M. Voorhees, R. H. Larry, and M. M. Fisher of United States Steel. 
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Among other things, Mr. Turner asked for a breakdown of investments and 
also sought to review the investment portfolio of the fund. Both requests were 
declined for reasons which Mr. Turner set forth in his report as follows 

“1, Such information has never been made public outside the corporation 

“2. They consider their investments and policies governing investments in 
the category of trade secrets the same as the cost to the corporation of making 
a steel product; something which they would never reveal to their competitors 

“3. Investment being such a highly competitive field in itself, they are adam 
antly opposed to public disclosure of their investments to anyone, since, they 
stated, ‘many people would undoubtedly like to know what United States Steel's 
investments are.’ 

“4. The money in the pension fund actually belongs to the corporation and is 
a part of the corporation's internal operations; therefore, no one outside the 
corporation is entitled to any knowledge concerning it except that which the 
corporation wishes to disclose and does disclose in its annual reports 

“5. The corporation bargains for benefits (in pensions) rather than contribu 
tions on a cents-per-hour basis. The method of supplying these benefits is left 
entirely up to the corporation under the terms of the governing collective 
bargaining agreements. The corporation has no obligation, therefore, to disclose 
its methods of discharging such obligations to anyone outside the corporation 

“These officials emphasized that they had no desire to obstruct the work of 
the subcommittee and wished to cooperate with us; however, they stood firm on 
this point and, as reflected below, took a similar position on the same basis with 
respect to financial information concerning their social-insurance program 
Although they did not make an issue of this point, they implied indirectly that 
since the jurisdiction of the subcommittee extends only to (pension and welfare) 
agreements subject to collective bargaining, and since their pension agreement 
with the steelworkers, etc., is based on benefits, rather than cents-per-hour, they 
do not feel that financial information concerning matters such as investinents 
would be within the scope of our interest.” 

Will you be kind enough to confirm the accuracy of Mr. Turner's report as to 
the reasons given? I should also be happy to have you supply additional thoughts 
on the matter if you desire. I would appreciate a reply at your earliest 
convenience. 

Very truly yours, 
Pau J. Correr, Chief Counsel. 


EXHIsitT 94 
LAW DEPARTMENT, 
UNITED STATES STEEL CorP., 
New York, N. Y., November 21, 1955. 
Mr. PAUL J. CoTTEr, 

Chief Counsel, Subcommittee on Welfare and Pension Funds of the 
Committee on Labor and Public Welfare of the United States Senate, 
Senate Office Building, Washington, D. C. 

DEAR Mr. Cotter: This is in reply to your letter of November 9, 1955, relating 
to the conference between Blake E. Turner of your staff and certain officials of 
the United States Steel Corp. 

For the sake of clarity, I should point out that United States Steel and Carnegie 
Pension Fund, a nonprofit corporation commonly referred to as the pension fund, 
has no assets of its own but acts as trustee under three trust agreements which 
provide pension benefits to employees. One of these trusts, the Carnegie Trust, 
is a relatively small trust created many years ago. The important ones are the 
contributory trust, created in 1940, which now covers primarily exempt employees 
who elect to contribute thereto, and the noncontributory trust, created in 1950 to 
make provision for the benefits provided for in our agreement with the union. 
The funds in each trust are kept separate and are separately invested, but the 
investments of the contributory and noncontributory trusts are generally par 
allel. 

Mr. Turner’s report is correct in stating that we declined his requests for a 
breakdown of the pension fund investments and for an examination of its 
investment portfolio. We did, however, give him answers to questions which 
we considered particularly relevant to the subcommittee’s investigation. For 
example, among other details, we advised him that the pension fund owns no 
United States Steel common stock, that it has about 20 percent of its assets in- 
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vested in various common stocks, and that the maximum investment in any one 
common stock was approximately one-half of 1 percent of its total assets. For 
your information, the fund seldom owns more than 1 percent of the voting stock 
of any company, and as a matter of policy does not aim to hold more than 5 per- 
cent of the stock of a company, except in the case of a few small industrial 
enterprises where risk capital may be provided. We also told him that the total 
administrative expense of the pension fund (which includes the processing and 
disbursing of pensions) currently amounts to approximately one-tenth of 1 
percent of the assets of the fund. 

Mr. Turner’s report is also generally accurate, with some exceptions which I 
will note later, as to the reasons given by us for declining the requests referred 
to above. We consider the investments of the pension fund and its investment 
policies to be in the nature of trade secrets, for the reason that the business of 
investing funds is of a highly competitive nature. We do not wish our competitors 
in the field of investments to have this information, and it is our policy not to 
disclose such information either to our competitors or publicly so that it would 
be available to them. Mr. Turner indicated he could not assure us that any in- 
formation he obtained from us would not be made public. 

In one important respect, Mr. Turner's report reflects what must clearly have 
been a misunderstanding on his part. We did not advise him, as stated in para- 
graph marked “4,” that ‘“‘The money in the pension fund actually belongs to the 
corporation and is a part of the corporation’s internal operations.” What may 
have been said was that the money in the noncontributory trust is contributed en- 
tirely by the corporation, and that the corporation has no contractual obligations 
to contribute anything to this trust. This is true, and it follows that any moneys 
contributed to this trust had belonged to the corporation, without any strings 
attached, before it is put in the trust. However, after any such contribution has 
been made, the moneys are subject to the trust agreement and cannot be with- 
drawn by the corporation. In explanation of the foregoing, I may say that 
our agreement with the union provides for certain benefits to be paid to em- 
ployees under certain conditions, and not for any contributions, or indeed for 
any trust or other fund. Under this agreement the corporation could, if it so 
desired, pay the agreed benefits when they become due out of current earnings 
or any other corporate moneys. Likewise, if the assets of the trust which the 
corporation has elected to set up should prove insufficient, the corporation would 
be bound to pay the agreed benefits out of any corporate moneys available for 
the purpose. Under these circumstances, since the determination of whether 
or not to create a trust is a matter of internal policy, we believe that the opera- 
tions of the trust are of a like nature. 

We do recognize, of course, the right of the Congress through its committees 
to investigate matters pertinent to its legislative function and, as is indicated in 
Mr. Turners’ report, we endeavored to cooperate with him. However, in view 
of the purpose of the subcommittee which, as stated by Mr. Turner, is to inves- 
tigate private employee welfare and pension plans subject to collective bargaining, 
we then felt and still feel that the subcommittee should not require us to disclose 
confidential information with respect to matters which are not within the scope 
of our agreement with the union. We hope you and the members of the sub- 
committee will agree with our position in this respect. If not, we would appre- 
ciate an opportunity of discussing the matter with you. 

Very truly yours, 
JOHN S. TENNANT, 
reneral Counsel. 


Mr. Correr. Mr. Tyson, we recognize, as you very well pointed 
out. that this United States Steel noncontributory pension fund is not 
tied into your collective bargaining, that it is a thing apart, and that 
your collective-bargaining agreement merely sets forth the level of 
pension benefits. What is the duration of your collective-bargaining 
agreement ? 

Mr. Tyson. Our collective-bargaining agreement on pensions ex- 
pires October 31, 1957. 

Mr. Correr. What was the effective date? 

Mr. Tyson. 1954. 

Mr. Corrrer. There was one before that? 
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Mr. Tyson. November 1949, which was for 5 years, and there was 
a subsequent one for 3 years. 

Mr. Correr. So these agreements to pay pensions are under rela- 
tively short-term contracts ¢ 

Mr. Tyson. That. is correct. 

Mr. Correr. On page 5 of your statement, you say 

The funding of current service cost starts out by recognizing that the cost 
of an employee’s service is greater than the amount currently paid to him as 
Wages because, as he works, he concurrently establishes a possible claim to a 
pension. In a sense this is a claim to more pay for the same work; it is there- 
fore deemed to be a part of the cost of that work and hence a part of the 
of the product resulting from that work. 

On the basis of that statement, it could be assumed that United 
States Steel voluntarily, but contemporaneously with this collective- 
bargaining agreement, established a noncontributory pension fund. 

Mr. Vooruers. You have two considerations the re, Mr. Cotter. In 
the first place, as the service is performed, there is a question of cost 
and, therefore, the cost of the product that that employee works on, 
should bear that cost. 

In the second place, insofar as that employee is concerned, you don’t 
know whether he is going to eventually get a pension or not, but based 
on the actuarial amounts, the actuarial determination, some of those 
people who are working presently are eventually going to be retired 
and pensions are going to be paid to them. 

Now, it is only a question of being conservative with respect to the 
setting up of funds on a voluntary basis to support that particular 
cost. 

Mr. Correr. When you set up a fund do you get it approved by 
Internal Revenue? 

Mr. Voorners. If our trust agreement meets the criteria of the 
Internal Revenue Department. 

Mr. Correr. The point I am making is that while it is not tied 
into the collective-bargaining agreement, the noncontributory trust 
fund which you voluntarily set up in 1949 and 1950 is related to this 
obligation which you undertook. 

Mr. Voorners. We try to take advantage of the tax deduction. 

Mr. Correr. Is that an irrevocable trust? 

Mr. Vooruers. As far as the United States Steel Corp. is concerned, 
it isirrevocable. We can’t put a finger on that money. 

Mr. Correr. Is it certain that those employees, who reach 65 after 
working a given number of years, become eligible for retirement or 
for benefits out of that trust? 

Mr. Vooruees. I think that depends upon our contractual relation- 
ship insofar as the union is concerned, sir. Whatever the contract 
rel: tionship i is, we live up to it. 

Mr. Correr. But there is nothing outside of the contractual rela- 
tionship which requires United States Steel, as a result of setting up 
this trust, to pay a pension to an employee who has worked 35 years 
and is 65 years old? 

Mr. Voornees. If the employee retires while the contract is in 
effect, he gets his pension. 

Mr. Correr. I mean outside of the collective-bar gaining contract. 

Mr. Voornees. That is a question of the contractual rel: ationship. 

Mr. Corrrr. Between the employee and the company ? 


cost 
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Mr. Voorners. Between United States Steel and the union. Were 
you speaking of other than union people, or everybody ¢ 

Mr. Correr. I was trying to speak of employees without respect to 
the union. I was wondering ahathae there is any direct obligation 
between the company and the employee as a result of setting up this 
trust. 

Mr. Voorners. No, sir. 

Mr. Correr. What is meant is that the money is put irrevocably out 
of the hands of United States Steel ? 

Mr. Vooruees. It is for the use of employees. 

Mr. Correr. But while it is for the use of the employees, they don’t 
have a vested interest in it? 

Mr. Voorners. That is right. 

Mr. Correr. Do they have any type of interest? Do they have 
some equitable interest, not a particular interest, but a joint interest 
in the fund ¢ 

Mr. Voorners. I can’t see that they have, because the obligation 
first is on the trust fund—that is, the T Pennsylvania Corp.—and “if the 
funds there are not sufficient to pay the contractual relationship with 
the union, then the obligation rests on United States Steel Corp. 

Mr. Correr. If you recognize, when you start funding, that the 
cost of an employee’s service is greater than the amount currently paid 
to him as wages because as he works, he establishes some claim to a 
pension—then you put aside a particular amount of money for him in 
a fund to which Internal Revenue says you have no further recourse— 
is that in some sense his money ? 

Mr. Voornees. I don’t think so. That is purely a method of ac- 
counting. Youare sure at that time that the liabilities will essentially 
hit you on the basis of the actuarial determination and we want our 
costs right. But it isa basis of funding. That is the thing. 

Mr. Correr. The point I was trying to make is, if he has any right to 
it at all, might he have a right to know what the investments are and 
how you are pene it? 

Mr. ze oorneEs. I don’t think that the two things are similar at all. 

Mr. Correr. Do you feel that, because it isn’t related to the collec- 
tive-bargaining agreement, the sole prerogative for inveating and 
planning the fund rests and should rest in the cor poration ? 

Mr. Voornees. It rests in the trustee. 

Mr. Corrrr. But the trustees are made up of management of the 
corporation ? 

Mr. Voorners. We have some—for instance, the vice president in 
charge of investments is not a—I mean the operation of the Penn- 
sylvania Corp., which is the trustee, is distinct and separate from any 
other part of United States Steel, and the functions are entirely 
separate. 

Mr. Correr. How many officials of the pension trust are not officials 
of United States Steel? I don’t mean the clerical people. I mean 
the management and the directors. 

Senator Doveias. The five directors. 

Mr. Voorners. Insofar as the Pennsylvania Corp. committee on 
finance is concerned, there are four members of the United States 
Steel organization, and one, who is the vice president of investments, 
who is not. He is a specialist who has reporting to him a force of 
about 3 analysts and 2 understudies who are coming up to be analysts, 
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a marketing employee, and secretaries and statisticians. Probably in 
all a total force of about 12. A very compact unit. And they are 
responsible for the investment operations of the Pennsylvania Corp. 

Mr. Correr. What information do you give to the employees with 
respect to the current status of the trust, or to the employee repre 
sentative ¢ 

Mr. Voorures. In our annual report—and we will be very glad to 
have that as a part of record—— 

Mr. Tyson. You asked the question, What do we give to the em- 
plovee representative ¢ 

Mr. Correr. The employee, or the employee’s representative. 

Mr. Tyson. In my shinning around in the statement [ left out one 
part, which T would like to read, if Imay. I did point out to you the 
disclosure which we made with regard to insurance. 

Likewise in the case of pensions full disclosure to that union—the 
steelworkers union—is made with regard to the matters which were 
agreed upon in collective bargaining—that is, the number of employ- 
ees represented by it retiring under the pension plan and the amounts 
of the benefits payable to them. 

As previously noted no fund—except the amounts being held by 
the insurance company for insurance after retirement—has been ac- 
cumulated in connection with the insurance program. Since no com- 
mitment was made in collective bargaining for the establishment of 
this trust—this noncontributory trust—it follows that no disclosure 
of the details of its operations has been made to the union. Likewise, 
since the collective bargaining with respect to pensions did not con- 
cern itself with the cost of pensions there has been no disclosure to 
the union of the detailed costs of the pension benefits. 

That was a part of the statement which was furnished to you. 

Now, so far as a disclosure of the funds in our pension trust is con- 
cerned, as in the case of insurance, we do include in our annual report, 
which goes to all stockholders and many others and employees, a 
statement of the funds in the trust, and the transactions in those trusts 
during the current period. We also report in our annual report the 
total amounts of money that the corporation has paid into these pen- 
sion trusts and the purposes for which it was paid. 

Mr. Correr. Do I understand that one of those things is different 
from the other? In your financial statement you give current value 
of your trust fund and show losses and gains—capit: al losses and gains ! 

Mr. Vooruers. We do not. There is no information with respect 
to that. It is all on a dollar-cost basis. The amounts put into the 
fund are on that basis. 

Senator Dove.as. I would like to ask the representatives of the 
United Steelworkers if they have any general comments to make. 

Mr. Tomayxo. I think, Senator, the most significant thing that has 
happened here today—I believe it is evident to the Senators that there 
has been more disclosure by the corporation today in regard to its 
operations of the pension program than probably has been made to 
the public in the last 6 years. There might be some justification for 
Government intervention. 

Senator Doveras. Is that the only comment? 

Mr. Tomayrxo. That is the only comment. 
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STATEMENT OF ELLIOT BREDHOFF, ASSOCIATE COUNSEL, UNITED 
STEELWORKERS OF AMERICA 


Mr. Brepuorr. I am with the legal department of the union. 

I should like to make one comment with respect to the emphasis 
which has been placed by Mr. Voorhees and Mr. Tyson on the lack of 
a funding obligation under the contract with the union. I don’t have 
the actual contract. with me, but there is reference in the contract. to 
the fact that the company may set up such trust or trusts as it deems 
necessary, and it goes on to say that the manner and means of funding 
shall be left to the discretion of the cor poration. 

Although there is not a specific commitment to set up the trust, it 
was understood in 1949 when we originally negotiated our first con- 
tract with the corporation that the corporation was going to fund. It 
insisted, however, that it wanted to be free to determine the manner 
of funding. 

Senator Doveras. I may have gone off the track and if I have, I 
want to be corrected, but I thought these gentlemen stated that the 
company had funded and was funding. 

Mr. Brepuorr. Yes; but they have made the distinction, Senator 
Douglas, that this is something completely apart from the relation- 
ship with the union and with the collective- bargaining agreement. 
For the record, we would like to take issue with ‘that statement, be- 
cause we feel that explicit in our 1949 negotiations were statements 
made by negotiators that funding would take place, but the corpora- 
tion wanted complete discretion as to how to do that, and the union 
saw fit to go along with that. 

Senator Dovetas. Now, the next question was—and I don’t know 
that it matters as long as it was done—who took the initiative? Let 
me ask you this: If United States Steel hadn’t created a fund for the 
pensions, would the union have demanded that the company set up 
such a fund? 

Mr. Brepuorr. I believe, Senator Douglas—and of course this is 
hindsight at this point—that if we hadn’t been given assurances that 
some kind of a fund would be established, perhaps the strike we had 
in 1949 might have lasted a little longer. 

Mr. Correr. May I ask one more question, Mr. Tyson? Could you 
outline very briefly what the State and Federal controls are at this 
time over this particular fund? 

Mr. Voorness. I would say this: I think that the real control you 
are going to have insofar as these pension funds are concerned comes 
down to. everyone who is concerned with trust funds understanding 
the liability and responsibility of being a trustee. And I think the 
law there will take care of the person who doesn’t look out for those 
liabilities and those responsibilities, I think that is primary. 

Mr. Correr. Do you feel that the present State laws are adequate 
with respect to dereliction of duty on the part of trustees ? 

Mr. VooruErs. They seem to be, insofar as the cases that come to 
court are concerned. 

Senator Doveas. I inquired yesterday of Mr. Lewis about the 
State laws requiring supervision. I also inquired about a study of 
State insurance laws covering this subject on State and welfare funds. 
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Mr. Voornees. I think I am thinking more broadly. T am think 
ing probably of all trustees. I think the law takes pretty good care 
of that situation, insofar as the responsibilities and habilities of 
trustees are concerned, but I don’t think it is very thoroughly under- 
stood. 

Senator Douetas. You see, this is a new field. 

Mr. Voornees. | understand that, and it is very complex. 

Senator Doves. There are those who are careless in their duties. 
I personally do not know of State laws that have been applied to 
welfare funds and pension funds—laws dealing primarily with 
insurance, 

Senator AtLorr. Without there being any specific laws in specific 
States with regard to such trusts—and there are several that I know 
of which have no such laws—still the fact remains that having estab- 
lished a trust by specific agreement, in specific terms, the trustee who 
then violates it 1s liable, not only civilly but criminally, for malfeasance 
or misfeasance, as the case may be, if he misappropriates the funds 
and devotes them to the wrong purpose. Of course we have had some 
cases where the man has already had 2 or 3 convictions and it doesn’t 
make any difference. One more doesn’t add a lot. 

In the case where a fund is established by responsible people, 
seems to me that there is certainly an adequate civil liability and, in 
most States and most instances, there should be an adequate criminal 
liability. 

Senator Dove.as. I have just been informed the staff is one step 
ahead of me. They have not only been making a review of the statute 
law in the various States on the subject but also the other matters to 
which you referred, and they will have a report for us. 

Mr. Brepuorr. Senator Douglas, Mr. Murray Latimer is familiar 
to the committee. He is pension consultant to the union. He would 
like to make a statement with respect to the company’s allegation, shal] 
we say, that they have complied with the requirements of the contract 
relative to furnishing the union with complete pension information. 


STATEMENT OF MURRAY W. LATIMER, PENSION CONSULTANT, 
UNITED STEELWORKERS OF AMERICA 


Mr. Latimer. The contract with the union provides that the com- 
pany shall furnish to the union the information required to determine 
the proper operation of the pension fund. I do not believe that it can 
be said that the company has been willing to furnish that information. 
[ would just like to give a few examples of the things that the company 
has been asked to furnish which have been refused. 

Senator Doveias. You mean that the union has asked ? 

Mr. Latimer. The union has asked from the company. Take first 
of all the question of the rate of retirement. One of the allegations 
that comes to the union from time to time is that employees are being 
forced to retire. Now, one of the evidences on that point would con- 
sist of the rate of retirement. It is impossible from the information 
furnished to the union to determine the rate of retirement. We don't 
know whether 50 percent or 25 percent or 75 percent retire at 65 and 
what percentage retire at 66, aa soon. It is impossible to calculate it. 
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The information furnished for insurance does give the number of 
people who retire, but that does not apply to the pension plan because 
the continuation of insurance is not conditioned on meeting a service 
requirement, whereas on pensions there is a 15-year service require- 
ment to be met; how many employees have 15 years of service and 
how many do not is not known to the union. 

Secondly, the plan provides only for pensions to those who are 
employees when becoming disabled, or who are employees at 65, or 
at a later date, when they complete 15 years of service. How many 
employees fail to qualify because of failing to meet service require- 
ments; how many are under age 65; how many fail to meet the dis- 
bility requirements but nevertheless are disabled? All these are mat- 
ters not known to the union. 

The plan provides, in addition to the minimum which has been 
referred to in the statement, that the pension be based on the average 
compensation during the last 10 years of service; that 1 percent of 
that time, times the number of years of service, is higher than the 
minimum specified. In order to determine the operation of that last 
10-year base, information is needed on the progression of actual com- 
pensation over the years. All requests to furnish that kind of informa- 
tion have thus far been refused. 

It may be a debatable matter as to what is meant by the language, 
but certainly the union thought that when the language was written, 
the information needed to assess the proper functioning of the pension 
lan was called for, and it does not think that that obligation has 
een met. 

Mr. Brepuorr. One final statement, Senator Douglas. Our failure 
to comment on other aspects of the company’s statement should not be 
deemed as acquiescence in all those statements. 

Senator Attorr. Mr. Chairman, it looks to me like it is getting to a 
place where we are trying to determine who will get the last word, 
and I move we adjourn. 

Senator Doucias. The subcommittee stands in recess until 10 o’clock 
tomorrow morning. 

(Whereupon, at 5: 30 os m., the subcommittee recessed to reconvene 
at 10 a.m., Wednesday, November 30, 1955.) 
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WEDNESDAY, NOVEMBER 30, 1955 


Unirep Staves SENATE, 
Com™Mitrert ON Lapor AND Pusiic WELFARE, 
SUBCOMMITTEE ON WELFARE AND Pension FUNDs, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a, m. in room P-63, 
United States Capitol, Senator Paul H. Douglas (chairman) 
presiding. 

Present: Senators Douglas, Neely, Ives, and Allott. 

Also present : Paul J. Cotter, chief counsel and staff director; 
Louis S. Reed, research director; and Francis X Plant, chief 
investigator. 

Senator Doveias. The hour of 10 has arrived. The committee will 
come to order. 

The committee is calling as witnesses this morning representatives 
of three insurance companies and some of their brokers to review 
yractices which staff investigators of the committee apparently found 
in the files of these companies. We will later call two more companies 
in which our field investigation has disclosed similar practices. 

I want to make sure that it is clear that we are not charging that 
any practices which may be revealed here today or tomorrow are nec- 
essarily characteristic of the entire industry, or even of the ms ajority 
of the firms in the insurance industry. From our investigation we 
have found that some of these practices are apparently characteris- 
tic of a number of insurance companies—not of the majority, by any 
means, but characteristic of a number. 

The first company we shall ask to take the stand is Eastern Casu- 
alty Co., 250 West 57th Street, New York City, represented by Mr. 
David Schultz, vice president of the company. Is Mr. Schultz here? 
Will you come forward, Mr. Schultz? Won't you sit down, please / 

I explained yesterday that we do not regard ourselves as either a 
civil or criminal court. We are here to consider matters of legislation. 
I don’t want to have anyone believe that we are persecuting witnesses 
at all, and at the same time we will try to grant to witnesses the civil 

rights which would ordinarily be present in a court of law. I say that 
so any feeling that witnesses might have in that regard, may be dis- 
pelled from their minds. 

Will you give your name and address to the reporter ? 

Mr. Scuvtrz. Home address ? 

Senator Dovetas. Business address. 

Mr. Scuutrz. 250 West 57th Street, New York City. 
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Senator Dovueras. It is our practice, Mr. Schultz, to have virtually 
all witnesses sworn, so would you raise your right hand ¢ 

Do you solemnly swear, or affirm, that the testimony you are about 
io give is the truth, the whole truth, and nothing but the truth, so help 
you God? 


Mr. Scuutrz. I do. 


TESTIMONY OF DAVID SCHULTZ, VICE PRESIDENT, EASTERN 
CASUALTY C0., NEW YORK CITY 


Senator Doucias. Mr. Cotter. 

Mr. Correr. Mr. Schultz, you are vice president of the Eastern 
Casualty Co. ? 

Mr. Scuuttz. Yes, sir. 

Mr. Correr. Would you very briefly give a bit of background on that 
company with respect to its date of organization, size, and type of 
business, and so forth? 

Mr. Scuuurz, The company was organized in 1949 and commenced 
operations in 1950. In the beginning of our operations, the majority 
of our writings were group insurance, particularly the group wel- 
fare plans. 

Mr. Correr. And how much group insurance did you write at the 
height of your operation, on a yearly premium basis 

Mr. Scrivurz. I think the height of the writings might have come 
in 1954, with a total volume of approximately $1 million annually. 
Mr. Correr. You are a relatively small company in this field ¢ 
Mr. Scnuurz. Very small, yes. 

Mr. Correr. Did Samuel Kosman have something to do with the 
‘ganization of this company ? 

Mr. Scuuurz. Yes; he organized the company. 

Mr. Correr. Does he have other affiliations in the insurance in- 
dustry ¢ 

Mr. Scuvtrz. He is an officer of the Union Casualty & Life Insur- 
ance Co., as far as I know. 

Senator Doveias. What is the location of that company? 

Mr. Scuuttz. They are in Mount Vernon, N. Y. 

Mr. Correr. Does he have any other affiliations? 

Mr. Scuvurz. Not that I know of. 

Mr. Correr. Last year, as you will recall, this subcommittee sent 
out questionnaires to a number of companies requesting information 
with respect to premiums, commissions, fees, dividends, and reten- 
tions. 

You were one of the companies that received these questionnaires / 

Mr. Scnutrz. Yes, sir. 

Mr. Correr. The questionnaires were confined principally to the 
Taft-Hartley, jointly managed or union welfare funds resulting from 
collective bargaining. In reviewing those questionnaires, Mr. Se ‘hultz, 
and your files after we received the « questionnaire, apparently in many 
instances relatively high commissions and administrative fees were 
paid. 

Would you briefly describe what your commission and administra- 
tive fee policy was generally ? 

Mr. Scuvurz. Our general policy was to have much, if not all, of 
the administrative work connected with these groups taken off our 


0 
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hands, to have the agent or broker on the case do as much of the ac 
tual administration as possible. We adopted this idea because, as we 
were just starting our own operation as a company, we aid not have 
the facilities or personnel to take on the adm nistration of these 
groups. We found that we could have the agent or broker take over 
this work, in return, of course, for a service fee, so in addition to com 
missions we made ita practice to make further allowances for which 
the agent would take over much of the service involved. 

Senator Dove as. What was the percentage of premium granted 
to your agents as commission / ) 

Mr. Scuvtrz. On this type of business, I would say that the average 
commission would be 121% to 15 percent. 

Mr. Correr. That is a flat commission ‘ 

Mr. Scuvurz. That isa flat. level commission. 

Senator Dovetas. That is not only on the first-vear premium, but 
on succeeding premiums 4 

Mr. Scuutrz. That is right, a level premium. 

Senator Dove as. So if $100,000 was the annual premium payment, 
you would pay $15,000 or $12,500 each year, not merely for the first 
vear but for the succeeding years as well ? 
~ Mr. Scuvuttz. That is right. 

Senator Doveras. Did you have a uniform flat commission for all 
agents or did you differentiate among agents in some cases / 

Mr. Scuvu tz. Differentiation never became a practical possibility, 
since the business—— 

Senator AtLorr. Did you say an impractical possibility / 

Mr. Scuvuttrz. No, it didn’t become a practical possibility, since the 
great bulk of the business that we received along these lines came from 
two offices, and those two offices were established at general agency 
commission levels. 

Senator Doveias. What were those two offices? 

Mr. Scuvuutz. One was Alcor Agency, Inc., and the other was 
Cardinal Agency, Ine. 

Senator Dovcias. Who was the leading figure in Aleor? 

Mr. Scuvuirz. Alphonse Corcillo. 

Senator Dovucias. And the other was the Cardinal Agency ? 

Mr. Scuuttz. That is right. 

Senator Dovcias. Who was behind the Cardinal] Agency? 

Mr. Scuuttz. The two licensees were William Martoecia and John 
DeFeo. 

Senator Doucias. Would you spell those names? 

Mr. Scuctrz. William M-a-r-t-o-c-c-i-a, and John D-e-F-e-o. 

Senator Dovetas. What commission does the Cardinal Agency 
receive? , 

Mr. Scutttz. The commission scale to them was 15 percent 

Senator Doverias. And the Alcor? 1 

Mr. Scuvurz. Fifteen percent. 

Senator Doucias. What was the service fee for Cardinal? 

Mr. Scuvutrz. That varied over the years. The original scale 
which was later reduced—their scale was reduced in 1953. but prior 
to that time there were allowances of 214 percent and 5 percent. In 
1953, the allowances were reduced to 3 percent. 

Senator Doveias. You are speaking of Cardinal ? 

62033—56—pt. 323 








1180 WELFARE AND PENSION PLANS INVESTIGATION 


Mr. Scnutrz. That is right. 

Senator Ives. What did those amounts make the total that you were 
paying in commissions and fees ? 

Senator Dovenas. Fifteen plus 3, isn’t that true? 

Mr. Scuutrz. In 1953 they became 15 plus 3. 

Senator Dove.as. Fifteen plus 3, or 18 percent. 

Mr. Scuutrz. Eighteen total. Previous to that, the total had gone 
as high as 221% percent. 

Senator Atxorr. That was flat; no reduction for renewals or any- 
thing else? That was flat? 

Mr. Scuuurz. Of that total, 15 percent as commission was flat. 
The other allowances were extended so long as the agency continued 
to perform the services. In many cases, the allowances were with- 
drawn and in some cases the services stopped. There was no agree- 
ment that they were to be continuous and flat in the sense that the 
commissions were. 

Senator Anvorr. It was certainly not decremental, was it? 

Mr. Scuuurz. Not decremental as an agreement before the fact 
that such and such would be established and then decrease it such 
and such. 

Senator Atxorr. In other words, on a given union, the flat rate 
would apply not only on the first $1,000 of insurance written’ but 
on the last $1,000 that was written; is that correct ? 

Mr. Scuvutrz. That is right. 

Senator Atiorr. And in addition to that, when the policy was 
continued the next year the same rates would apply ¢ 

Mr. Scnutrz. That is right. 

Senator Attorr. They would be paid to the agent; is that correct 

Mr. Scuutrz. That is right. On the commissions, you are entirely 
right. 

Senator Dovucias. Was the arrangement with Alcor the same for 
service fees? You testified the flat commission was 15 percent for 
Alcor. 

Mr. Scuuurz. The commission to Alcor was 121% percent with a 
21% percent allowance and another 214 percent allowance, making 
a total of 1714 percent for that agency. 

Mr. Corrrer. That is commissions, or commissions and fees? 

Mr. Scuuirz. The commisisons were 1214 percent. There was an 
allowance of 214 percent for certain services and an additional allow- 
ance of 21% percent. 

Senator Douaias. What services did the broker perform in return 
for these ? 

Mr. Scuuurz. Almost complete administering, as far as clerical 
details. 

Senator Dovetas. They would pay the claims? 

Mr. Scnutrz. They would pay the claims. They would bill either 
the policyholder or the individual employers, depending on the case. 

Senator Doveras. For that they were paid the so-called service fee / 

Mr. Scuuurz. That is right. 

Mr. Correr. For the flat commission of 15 percent in the case of 
Cardinal, and 1214 percent in Alcor, what did they perform ? 

Mr. Scuutrz. They were paid that for bringing insurance to the 
company, for bringing the business to the company. 
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Senator Doveias. Don’t you think these commissions are rather 
high, particularly in view of the fact that there is no decremental 
scale on additional blocks of premium and that 15 percent is paid 
on the premium in the 3d, 4th, 5th, and 6th years and not merely in the 
initial year? 

Mr. Scuuturz. On the level commission scale, of course, it applies 
regardless of the size of the group. 

Senator Dovenas. I understand. 

Mr. Scuvuniv. The premium might be so small that any com- 
parable incremental scale would produce much more commission. 

Senator Atvorr. Mr. Chairman, I just cannot hear that gentleman, 

Mr. Scuctrz. I will come closer to the microphone. 

The comparison between an incremental scale and a level scale 
must be based on premium volume; depending on the premium vol 
ume, one is more bevetitile than the siline: When these scales were 
established, no particular premium volume per case was anticipated. 
We did not know whether the cases would come in at a $5,000 level, 
$50,000, $100,000, or what. 

Senator Doveras. But you knew what the premiums were going 
to be, didn’t you, roughly ? 

Mr. Scuutrz. No; because the scale had to be established before the 
business was produced. Excuse me. These commission scales were 
not made up on an each-case basis. 

Senator Dovucras. So you said to these men: “We will give you 15 
percent year after year on all the business you bring in?” 

Mr. Scnuttz. That is right. 

Senator Ives. That is the question I wanted to ask Mr. Schultz. 
Are these commissions uniform throughout your own company ¢ 

Mr. Scnutrz. As far as our own writings went ? 

Senator Ives. Yes. 

Mr. Scuuttz. Almost entirely, or almost the entire volume of these 
writings, as I say, was produced by these two agencies. 

Senator Ives. Did you have any exception or did you have any 
smaller commission ? 

Mr. Scnurrz. No. As I remember, when these scales were estab- 
lished for these agencies, we had no other business from other sources, 
so there were no other commission agreements to compare them to. 

Senator Ives. Do you now have other business ? 

Mr. Scuutrz. Yes, sir. 

Senator Ives. In that on the same commission basis ? 

Mr. Scuutrz. No. Our entire commission scales were changed, 
as I said, at the end of 1953, so that these figures we have been dis- 
cussing no longer apply to new business. 

Senator Doveras. What is the flat commission now ? 

Mr. Scuurtz. Excuse me? 

Senator Doveras. What is the flat commission now for Cardinal ? 
You say the scales have been changed. Has the flat commission rate 
been changed ? 

Mr. Scnutrz. No. The scales as to other agents have been changed. 
The scale for Cardinal now is 15 percent and 3 percent for allowances. 

Senator Dovetas. And Alcor is 1214 plus 5? 

Mr. Scuuttz. Plus 214, plus 214—plus 5. 

Senator Doveias. These are the present scales ? 

Mr. Scnuttrz. For those two agenices; yes, sir. 
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Senator Dove.as. And for the other agents? Do you have other 
agents ¢ 

“Mr. Scuvxrz. For other agents—and that would be business pro- 
duced after these 2 agencies were established—our scale on commis- 
sions has been changed to 1214-percent level for the first year, and 
10 percent thereafter. 

Senator Douctas. What proportion of your business has been 
brought to you by these two agencies ! 

Mr. Scuvurz. In what period of time? 

Senator Doueias. Prior to 1954 and at present. 

Mr. Scnutrz. Prior to 1954 the 2 agencies might account for half, 
or a little more, of our business. At present I would say 15 to 20 per- 
cent, if that much. 

Senator Doveias. Has this been because their business has dimin- 
ished or the business brought in by other agents has increased ? 

Mr. Scuurrz. Primarily because the business brought in by them 
has decreased. 

Mr. Correr. Don’t you think that this flat percentage for beingnag 
business in is extremely high, particularly in that it continues yea 
after year, and therefore diminishes the amounts available either for 
benefits or for dividends, or return to the insured parties? 

Mr. Scuvutrz. That would seem to be a question in two parts. As 
to the first part, as I tried to explain before, when these scales were 
established—and they were not established for each group as it was 
brought in but as a basis on which the agency would continue—we had 
no idea of how the premium volume per case might develop in the 
future. Asa matter of fact, we had to anticipate, since we were a new 
—_ small company, that our average case would be small, the larger 

‘ases going to larger companies, The level commission arrangement, 
which is the cs isualty principle rather than the life-insurance principle 
of a decremental. sliding scale, was developed, assuming that an aver- 
age premium per case would dev elop to make the two scales roughly 
equal. 

Senator Ives. Mr. Schultz, what kind of insurance was this; did it 
cover all kinds or just group life insurance? 

Mr. Scuutrz. No; this is group, accident, and sickness only. 

Senator Ives. Group, accident, and sickness? 

Mr. Scuurrz. Only. 

Senator Doveias. Supposedly, one of the great advantages of group 
insurance is that since individual protec tions are abolished the selling 
efforts are less and the commissions can be appreciably less. You don’t 
have to approach each person individually and sell hima policy. You 
sell one policy for a group, or sell the group, and therefore the com- 
missions could be reduced; and where the commissions are high, nat- 
urally that reduces the total amounts available for payment of benefits, 
or for dividends to be returned to the insured which can be distributed 
in cash. We ran across this last spring, I may say, in the case of an 
upstate New York company. Do you have any comments on that? 

Mr. Scuutrtz. Well, as far as comparing the 2 commission scales 
which develop, I would say from our experience in New York State 
particularly, for comparable coverage on an individual basis, commis- 
sions would run 35 to 40 percent. 

Senator Dove.as. Thirty-five to forty percent ? 

Mr. Scuvurrz. On an individual policy basis. 
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Senator Doveras. On individual policies, yes, but on group policies 
presumably you could make great savings in that there has to be only 
one act of selling. 

Mr. Scuvutrz. That is perfectly true, and the company scales re- 
flect. that, of course. I would like to suggest that possibly if an 
overall look could be taken at this type of business we are discussing 
now, from the point of view of commissions and particularly from the 
point of view of these decremental scales, I think it would be found in 
a great many cases the decremental scale did not have a chance to ob 
tain, because the insurance carrier would be changed after the first 
year, so that the overall, or the average commission paid— 

Senator Doveras. Are you saying this: That unless you continue to 
pay 15 percent, year after year, the agent will switch the policy each 
year to a different company ¢ 

Mr. Scuvuttz. No; [lam not saying that. 

Senator Doveras. It sounded like that. 

Mr. Scuvutrz. What I am saying ts that the business as it de 
veloped—I am talking from my own experience since 1950—did re- 
quire changes of carrier, for one or another reason. There might 
have been 10 possible reasons, and the effective commission per 
centages paid were much, much higher than an individual company’s 

scale inight indicate. I know I have seen companies’ illustrations of 
commission cost averaged out over 10 years. They became very small 
percentages. 

Senator Doveras. After the shaking down in the first vear or two, 
” vou are fairly well dug in, is it necessary to keep on paying this 

15 percent year after year? 

Mr. Scuvutrz. It was necessary in our case since those were the ar- 
rangements we made with the agencies. 

Senator Doveias. You gave them this gratuitously / 

Mr. Scuvutrz. The overall contract was subject to cancellation. 

Senator Dovetas. If it was subject to cancellation, why didn’t you 
seek a revision of the premium scale ? 

Mr. Scuutrz. Of the commission scale ¢ 

Senator Doveras. Of the commission scale, I should say. 

Mr. Scuvutrz. Most of this business of its own nature, so to speak, 
has gone away from us. As a company, this year, for instance, we 
have lost, either by having it taken away from us or by cancellation 
action on our part, between $400,000 and $500,000 of this type of 
business. 

Senator Doveras. That is in terms of premiums? 

Mr. Scuvtrz. In terms of premiums. 

Senator Dovetas. Annual premiums / 

Mr. Scnvutrz. Annual premiums. 

Senator Doucias. Group policies? 

Mr. Scnutrz. That is right. So that it is not a problem for us 
today. 

Senator Doveras. I know you don’t like to talk about your com- 
petitors, but were these switched to companies where the commission 

rates were higher / 

Mr. Scuvutrz. I don’t think so. The effective commission rate 
would vary by the size of the policy. A group with $100,000 pre- 
miums, of course, would have a lesser overall commission than a 
group with $10,000 premium. 
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Senator Ives. Do you know where this insurance did go, Mr. 
Schultz ? 

Mr. Scuuttz. In some cases, yes, in some cases, no. We try to find 
out, of course. 

Senator Ives. Do you know what the reason for the change was? 

Mr. Scuutrz. Well, it varied from case to case. We asked one 
group, a large premium group, for a rate increase at the renewal this 
year because of unfavorable experience. In the group market as it is 
today they could quite easily go to another insurance company without 
paying that extra premium, whereas we could not keep them without 
requiring an extra premuim, so that was one case of losing. Two or 
three others were in a similar situation; because of bad ‘losses they 
expected or they did receive notification of a requested rate increase. 
It is not hard to replace a carrier in a situation like that. 

Senator Ives. Did you lose any insurance to companies that had 
lower commissions or lower premiums? The questions so far have 
been along the line of whether you lost it where there was a greater 
commission. I am curious to know whether you lost it to institutions 
charging lower premiums or paying lower commissions. 

Mr. Scuutrz. On almost all of this business we lose it by our own 
actions, either directly by cancellation, indirectly by requesting a pre- 
mium increase, which in the market as it is today is tantamount to 
losing the group, or by indicating to the group in certain situations 
that we were not particularly interested in renew ing. 

Senator Ives. Was that because of the percentage losses? 

Mr. Scuuurz. Yes, that being part of a greater picture where we 
found that this type of busines for us as a company is not profitable 
enough for us to make a big thing out of it. We have had to sidetrack 
it completely in the interest of other types of insurance. 

Senator Doveias. Do you pay any dividend, Mr. Schultz? 

Mr. Scuutrz. Well, as a stock company they are called retroactive 

rating credits, but we do pay those, yes, sir. 

Senator Doveras. I couldn’t hear the answer. 

Mr. Scuutrz. With a stock company in this form of business they 
are called retroactive rating credits rather than dividends as from a 
mutual company, but they are much the same thing and we do pay 
them, yes, sir. 

Senator Doveias. You mean you diminish the premiums in the 
future because of savings? 

Mr. Scuuttrz. No. We have used two plans. One is, as you men- 
tioned, reducing premiums in the renewal year, and the other is a cash 
return of premiums on the previous policy year. 

Senator Dovetas. I am going to let Mr. Cotter continue. 

Senator Nrety. Mr. Chairman, off the record. 

(Discussion off the record.) 

Senator Doue.ias. On the record. 

The question that Senator Neely wishes to have answered, and which 
I think you have already answered, but which should be reaffirmed, 
is whether you pay any dividends and, if so, what types of dividends? 

Mr. Scuutrz. Yes. My answer to that was to draw this distinction, 
I meant to point out that as a stock company we do not pay dividends. 
The cash returns are known as retroactive rate credits, dividends com- 
ing from mutual companies only. These cash refunds or cash returns 
on a past policy year we do make. 
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Mr. Correr. What is your policy on that, Mr. Schultz! What is 
your overall policy with respect to the payment of these refunds, or 
retroactive rate credits ¢ 

Mr. Scuutrz. Overall policy from what point of view ‘ 

Mr. Correr. Do you have any policy with respect to it? Do you 
have any dividend or refund policy, determined upon conditions of 
experience, and so forth, and size of premium ¢ 

Mr. Scuutrz. Our practice on dividends might vary, and has 
varied, from year to year as the time comes to treat each group. The 
practice may change from the previous year or 2 years before. Our 
policies call for these payments in accordance with the practices of 
the company at the end of the policy year in question. 

Mr. Correr. In our review of your group cases, I think the staff 
found that it was rarely that you paid a refund on most of these cases, 
regardless of the experience. You might correct me if we are wrong. 

Mr. Scuuurz. Did you say it was rarely that we paid these credits, 
regardless of the experience { 

Mr. Correr. Yes. There were very few cases that they noted where 
there had been any refund given. 

Mr. Scuuurz. I see what you mean. The majority of our groups 
have not received the cash credits; some of them for experience pur- 
poses did not warrant any credit. The losses developed for support of 
a credit, and for certain of the groups in lieu of a cash return we re- 
duced the premium rate in the next year. 

Mr. Corrrr. Let’s take up a few individual cases. We received a 
questionnaire on the Restaurant, Luncheonette, and Soft Drink Em- 
ployees Union 1115, 323 Fourth Avenue, New York, N. Y. You sent 
in the experience record for the year 1952; the premium was $28,638 
and the commission, $4,396 or 15.4 percent. Fees and other allowances 
amounted to $2,148, or 7.5 percent. Your incurred claims were $11,966, 
or 41.7 percent of the premium. 

Mr. Scuutrz. Excuse me, sir. I think I have those records with 
me. May I get them? 

Mr. Correr. Yes, surely. Do you have them? 

Mr. Scnutrz. I have the copies of the reports that were sent to me; 
yes, sir. I believe that the report we furnished to you was a photostat 
of a similar questionnaire that the New York insurance department 
had distributed. 

Mr. Correr. I don’t think so. This is one that we sent out our- 
selves. 

Mr. Scuvutrz. I don’t think we returned your form. I think in lieu 
of that we returned photostats. 

Mr. Correr. You must be correct. You didn’t return ours. We 
transferred your data to our form. 

Mr. Scuuurz. For this group policy year ending 1952, premium 
amount of $28,637.82. 

Mr. Correr. Ours is in round numbers, I believe. 

Mr. Scuuutrz. This form which we furnished to you is a cash-basis 
exhibit. The New York department had felt they wanted the figures 
on that basis—you can see the caption “Cash basis.” So the incurred 
loss experience for any 1 year cannot be gotten directly from these 


figures. 
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Mr. Correr. And it wouldn’t show an entirely correct picture on a 
cash basis; is that the point you are making? 

Mr. Scuutrz. That is right; as to incurred loss ratio, these figures 
are not directly applicable. 

Mr. Correr. So your gross retention of 58 percent, which includes 
commissions, fees, and other allowances, and your net retention of 
35.4 percent may not include all of the incurred claims, is that correct? 

Mr. Scuvtrz. Yes, definitely, particularly in the first policy year, 
where, taking these figures- 

Mr. Correr. Can you give us the correct figures with respect to 
that experience and what your gross retention was and what refund 
you made, if any? 

Mr. Scuurz. These statements that you have are accurate as to 
the refund made. 

Mr. Correr. There were no refunds made the first year? 

Mr. Scuuurz. Nor the second on this group. 

Senator Neety. Mr. Chairman, may I ask a question, please / 

Senator Douaias. Yes. 

Senator Neety. Mr. Cotter, under paragraph 10 which you have 
given me, there is an entry relative to this matter. What is that 41.7 
percent figure? In other words, what was the total amount of lump- 
sum protection this company afforded on which this 41 percent is 
estimated ¢. 

Mr. Correr. That 41 percent, according to these figures we have, 
was the amount of claims that were paid out of each insurance dollar. 
In other words, out of each insurance dollar there was 41 percent paid 
out on claims and the company kept 58 percent. 

Senator Nrety. So the company retained more than half of the 
total amount of insurance premium as payment for its services; is 
that correct / 

Mr. Corrrer. That is what it appears. 

Senator NeeLty. Are there very many companies of that type? 

Mr. Correr. I don’t think that the better companies, or the large 
companies, subscribe to these practices. We haven’t reviewed all 
large companies, but we have been in some, and we find that the costs 
are relatively low. If we had gone forward with our experience 
yesterday in the General Motors case, with Metropolitan, if you ex- 
clude reserves, the cost of the insurance ran around 5 percent 

Senator Neety. May I ask the witness a question or two? 

Mr. Correr. On a large policy. 

Senator Nrety. Under the laws of what State is your company 
incorporated / 

Mr. Scuuurz. New York State. 

Senator Neety. What is its capitalization; what is the total amount 
of your authorized capital ? 

Mr. Scuvutrz. The minimum authorized capital for a company in 
New York State 

Senator Neety. What is that? 

Mr. Scnuurz. The minimum authorized capital for a company in 
New York State, writing accident and health insurance only, is 
$100,000 of capital and $50, 000 of surplus. 

Senator Nrery. That is what the statute provides. What does your 
charter say? Is yours for the minimum amount? 

Mr. Scuutrz. Yes, sir. 
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Senator Neety. Does your company issue stock and, if so, what is 

t, preferred or common stock ? 

Mr. Scuvttrz. The company has both common and preferred issues 
outstanding. 

Senator Neety. It has what? 

Mr. Scuutrtz. It has both common and preferred outstanding. 

Senator Nrevy. How many shares of pre ferred are outstanding / 

Mr. Scuutrz. | can't give you detailed information on that. 

Senator Nery. Is the stock publicly held or closely held ¢ 

Mr. Scuutrz. Closely held. 

Senator Neey. Is it listed on an exchange ¢ 

Mr. Scuvutrz. No, sir. 

Senator Nerty. You have stated that you do not pay dividends, but 
evidently you do have some substitute for the payment of dividends, 
or the equivalent of paying out dividends. Now, regardless of what 
you call it, please tell me what your stockholders last year received 
by way of compensation for the stock—by way of distributing their 
share of the earnings of your company for the year. I don’t care 
whether you call it dividends or amount retained, or kickbacks or what 
it is. I would like to know the amount that the stockholders are 
making on their investment. 

Mr. Scnuuttz. Yes, sir. If you are referring to stock dividends, to 
my knowledge no dividends have been paid since the inception of the 
company on the common stock. The preferred issue, which is very 
small—and I don’t have detailed information on this—those dividends 
have been paid. To my knowledge no dividends have been paid on 
the common stock. 

Senator Nrety. Would you be willing to tell us what your company 
made on its capital investment last year? If that is embarrassing to 
you, or information you wouldn’t want your competitors to have, I 
don’t want to ask the question. 

Mr. Scnuttz. I don’t have the detailed information. 

Senator Neriy. It seems to me an amazing statement that you get 
in return for your services more than the amount of protection you 
afford. That is a very extraordinary state of affairs. 

Mr. Scuutrrz. I would like to comment on the figures we have been 
discussing, if I may. The figures which you have are on a cash basis 
and in the company’s retention which you have developed from them 
are the reserves chargeable to the experience on this group, which is 
just as real as claims payments except that they are paid out in a 
future policy year. So that is in no sense retention by the company. 
That is to the credit of the policyholder. Secondly, on this particular 
case, in place of a cash return, a substantial rate decrease was allowed 
in the succeeding policy year. 

Senator Neriy. Has your company issued a balance sheet anytime 
during the last year showing your income and your expenses? 

Mr. Scuvtrz. Surely. We must file quarterly statements with the 
insurance department. 

Senator Nrety. You don’t make an annual report to your stock- 
holders? 

Mr. Scuvuttz. An annual report, I believe, is made to the stock- 
holders. 

Senator Neety. I can’t understand you. Yesorno? Do you make 
an annual report to your stockholders? 
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Mr. Scuutrz. Yes, sir. 

Senator Nrety. Have you a copy of that report? 

Mr. Scuutrz. No, sir. It was not requested that I bring it. 

Senator Nrevy. It isn’t made public? 

Mr. Scuuitz. Well, as a New York insurance company, we must 
file a quarterly report with the insurance department and a compre- 
hensive annual report each year with the insurance department, which 
is a public record. 

Senator Nrety. Does that report show your profits and losses? 

Mr. Scuutrz. Yes, sir; it is a public record. 

Senator Neety. Your net profit? 

Mr. Scuuttz. Yes, sir. 

Senator Nrety. Will you give us a copy of the last report you made? 

Mr. Scuutrz. I don’t have it. I wasn’t asked to bring it. 

Senator Nrety. Could you furnish it for the record ? 

Mr. Scuuutz. I surely could. As for net profits, I believe that 
our annual statements will not show a profit in any of the years. The 
reserves required of a new insurance company are so large that an 
operating profit in the early years is virtually impossible. 

Senator Nrety. What is the company doing with all this money 
it is taking in if you don’t make any profit? How many salaried 
officers do you have? 

Mr. Scuutrz. Four, sir. 

Senator Nrrery. Are those salaries unusually high or are they 
moderate ? 

Mr. Scuuttz. I would say they are moderate and modest. 

Senator Negty. I should like to see a copy of that annual report. 

Mr. Scuuttz. Yes, sir. 

(The report referred to was later furnished to, and is on file with, 
the subcommittee. ) 

Senator Dovueias. As I understand, one of the points is that the 
cash disbursements in 1952 do not accurately reflect the obligations 
incurred in 1952 because there were claim obligations outstanding 
from sickness and medical attention: in 1952, which did not enter into 
the 1952 annual report and which were subsequently paid in 1953. 
Am I right, that this has been a point which you have been stressing? 

Mr. Scuutrz. Yes, sir. The reserves established at the end of the 
year would be in effect paid out the next year. 

Senator Douc.as. If you take 1953, you will pay out the obligations 
of 1952 not paid in 1952 and while there would be an end-of-the-year 
drag, so to speak in 1953, that would be at least partially or largely 
compensated for by the 1952 obligations paid in 1953. I wonder if 
we could have evidence, either from you or from the staff, on the 
commissions, retentions by the company, amounts paid out, and the 
percentage each represents of premium. Mr. Cotter? 

Mr. Corrrr. On subsequent review of this same case at your com- 
pany a couple of weeks ago, we got the 1953 and 1954 experience. 
Also, I believe it is on a cash basis. If I may read what our figures 
show for 1953, and you can follow me, the premiums were $29,497.51. 
The commissions were $4,424.63, or 15 percent. The fees and other 
allowances were $2,212.31, or 7.5 percent, and the benefits paid out were 
$13,983.72, or 47.4 percent of the aggregate premium. There were no 
refunds made; is that correct ? 

Mr. Scuvuurz. That is correct, sir. 
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Senator Dove.ias. Let me draw the conclusion : 47 cents out of each 
dollar paid out, 53 cents either went for commission, service fees, or 
retentions. Am I right on that? 

Mr. Correr. That isright,sir. There was a gross retention in excess 
of 52 percent. 

Now, the 1954 experience was $30,092.04 in premiums; $4,513.81 - 
commissions, or 15 percent; fees and other allowances, $1,577.47, or 5.2 
percent; and benefits of $16,733.44, which transl: ates to 55.7 pe on at 
and no refund. 

Mr.Scnuirz Yes,sir. Those figures are correct. 

Mr. Correr. We might take a few more of these cases. 

We received a questionnaire on the trustees of ‘Teamsters Union 
Local 816 welfare fund, 364 West 34th Street, New York, N. Y. 
Cardinal was the agency. We have experience for 2 years. In 1951 
the premiums were $24,930; commissions, $3,116, or 12.5 percent; fees 
and allowances, $1,662, or 6.7 percent ; incurred claims, $14,324, or 57.5 
percent. You paid a dividend that year of $1,030, or 4.1 percent, and 
your retention was $9,576, or a gross retention of 38.4 percent. 

Mr. Scuuurz. Yes, sir. The { figures are correct. If you are fin- 
ished reading those figures, sir, I would like to point out the develop- 
ment of that particular case. 

Mr. Correr. Surely. 

Mr. Scuurrz. The figures you read were for the first policy year. 

Mr. Correr. Yes. 

Mr. Scuutrz. No dividends were paid subsequently on that case. 

Mr. Correr. Pardon ? 

Mr. Scuutrz. No dividends were paid thereafter on that case, but 
I would like to read the loss ratios that have subsequently developed. 
In the following policy year the loss ratio was 65.2; the year after 
that 

Mr. Correr. Loss ratio? 

Mr. Scuuttz. I didn’t hear the question. 

Mr. Correr. I didn’t get your statement. 

Mr. Scuutrz. The loss ratio, or the claims paid out in the second 
year, was 65.2 percent; in the third year, 74.8 percent; in the fourth 
year, 82.2 percent; in the fifth year, which is 1955, the loss ratio to 
my knowledge is running at about 95 percent. 

Mr. Correr. Was Cardinal replaced in this case? 

Mr. Scuutrz. Yes, sir. 

Mr. Corrrer. What was the reason for that? 

Mr. Scuuurz. It was an action on the part of the trustees that we 
had no direct knowledge of. We received a communication from the 
trustees. 

Mr. Correr. Who is the present agent ? 

Mr. Scuuttz. Andre Burnett. 

Mr. Correr. What agency does he represent ? 

Mr. Scuuttz. He is an independent broker. 

Mr. Correr. Is Cardinal Agency under investigation by the New 
York Insurance Department ? 

Mr. Scuuttz. I don’t know. 

Mr. Correr. You have no knowledge of that? 

Mr. Scnuutrz. No, sir; I have no direct knowledge of that. 

Mr. Correr. Are the commissions and fees that you are paying to 
Burnett the same as those paid to Cardinal Agency ? 
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Mr. Scuutrz. No, sir. 

Mr. Correr. What are they with Burnett ! 

Mr. Scuutrz. Five percent is being paid to Mr. Burnett on this— 
that is, a 5-percent commission was ‘being paid. That was a nego- 
tiated commission, in view of the extremely high loss ratios that are 
developing on the case. 

Mr. Correr. Did you reduce the Cardinal fees and commissions 
prior to this change? 


Mr. Scnuurz. Yes; on an agencywide basis. In the fall of 1953, 


the maximum scale payable to ¢ Sardinal became 15- percent commission 
and 3-percent service allowances. By that time, on some of their 
cases, commissions had been reduced sharply or eliminated entirely 
because of unfavorable losses. That 15 plus 3 scale was the maximum. 

In January of this year, the company took over the servicing of the 

Cardinal cases and the 3- percent allowance was eliminated, so since 
he first of this year the maximum paid was 15 percent and in some 
cases much. less. 

Mr. Correr. Mr. Schultz, when your company pays in the neighbor- 
hood of 18 percent for these administrative fees and commissions, is it 
cognizant of the fact that that is apt to lend itself to kickbacks and 
abuses in connection with the procurement of this business ¢ 

Mr. Scuvutrz. Since the welfare funds have come under investiga- 
tion during the past 2 years, we have come to realize that situations 
may develop. 

Mr. Correr. You mean you were totally innocent of that prior to 
that time? 

Mr. Scuvuvrz. In the beginning the scales were established solely 
for the purpose of competing with existing scales in the group insur- 
ance market. 

Senator Doveras. Are you saying that these were the predominant 
scales in the group-insurance market ¢ 

Mr. Scuutrz. We felt that to establish the lowest scale would not 
put us in a position of competing for this business with the agents 
and brokers. 

Senator Doveias. You didn’t think you could get the business if 
you paid less than 15 percent? 

Mr. Scuutrz. That is right. A scale of 1214 to 15 percent we felt 
was necessary to have the business come to us. 

Senator Doveias. Why did you feel that? Did you think that the 
brokers controlled the business of the unions so that the unions would 
not seek for competitive bids? 

Mr. Scuuttz. Well, the situation was then muchas it is today, 
that the broker does control the placing of the business on behalf of 
the trustees. 

Senator Doucias. You mean that the union gives to the broker the 
power of placing the business, or certain unions give to the brokers 
the power of placing the business and the brokers will not place, or 
would not place, unless a 15 percent commission was granted, and that 
you had to conform ? 

Mr. Scuutrz. It was a question with us, sir, of conforming to these 
scales we felt were required or not getting the business at all. 

Senator Dove.as. This was the practice of this branch of the group- 
insurance business? : 

Mr. Scuuttz. Yes, sir. 
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Senator Dovetas. Do you think it was the practice of the larger 
companies / I am not making an argument for larger companies as 
such, but was it the practice of larger companies‘ 

Mr. Scuuurz. With respect to the Taft-Hartley cases only, we felt 
that the situation would be that the large established funds would go 
to the large group writers, as the large employer cases go to the large 
group writers. We felt that the market we were in was that of the 
smaller, newer, untested “gps 

Senator Dovuatas. Well, I notice that most of the unions which 
have their group insurance placed with you are unions with diffused 
memberships—that is, not many union members employed by any one 
firm or, if employed by one firm, not employed by a firm for a long 
period of time. 

Do you know who collected these premiums? Was it the union 
which collected the premiums and turned them over to you ¢ 

Mr. Scuuttz. No; we did not receive premiums directly from the 
union, 

Mr. Correr. Or from the fund ? 

Mr. Scnurrz. Or from the fund directly; no. The general me 
chanics were that. under welfare agreements either a percentage of 
payroll, or so much per head, per week or month, would be paid by 
the individual employers to the trustees. 

Senator Doua.ias. To the trustees ¢ 

Mr. Scuutrz. The trustees woul | be billed for the pre ‘mium due | »\ 
the agent or broker, they would pay it to him, he would pay it to us. 

Senator DovGias. So that the channel runs from the employer to 
the trustees, from the trustees to the broker, from the broker to you 

Mr. Scuvuurz. Yes,sir. That is it. 

Mr. Correr. Did you have a right to audit the records of the Cardi- 
nal and Alcor agencies to determine whether or not you were getting 
all premiums that were being collected on your cases? 

Mr. Scuutrz. Yes, sir; we certainly did. We certainly did have 
a right. , 

Mr. Correr. Did you audit them? 

Mr. Scuvuirz. No, we did not. We had confidence that the prem 
ums received by them were being paid to us. 

Senator Attorr. Mr. Schultz, how long have you been with 
company ¢ 

Mr. Scuvurtrz. Since its inception. I have been with the COmMmpany 
since August of 1950, sir. ; 

Senator AtLorr. May I inquire as to your previous experience in 
this field 

Mr. Scuutrz. I was with another accident and health insurance 
company from the fall of 1947 to the time I came with Eastern Casu- 
alty Co. 

Senator Atuorr. In what capacity ? 

Mr. Scuuttz. With the other company ? 

Senator Atxorr. Yes. 

Mr. Scuuttz. I was the underwriter. 

Senator Atiorr. What ? 

Mr. Scuutrz. The underwriter. 

Senator Atvorr. Underwriter? 

Mr. Scuuttz. Yes, sir. 


this 
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Senator Attorr. What, specifically, were your duties as an under- 
writer in that company ? 

Mr. Scuuttrz. The general duties of an underwriter are to receive 
applications for insurance, assess the risks, see that they are rated 
properly, and that the contract is issued. 

Senator AtLorr. Who are the principal stockholders of your com- 
pany ! 

Mr. Scuutrz. Two principal stockholders: the president, William 
Van Marle, and vice president, Arnold B. Canter. 

Senator Attorr. Now I want to ask you this question: Did those 
gentlemen have any financial connections of your knowledge with the 
unions which were being handled through either of these brokerage 
houses, Alcor and Cardinal? 

Mr. Scuuurz. Absolutely not, sir. 

Senator Atiorr. Do they have connection with any other insurance 
company with these unions? 

Mr. Scuuttz. No, sir; absolutely not. 

Senator Atxorr. Are either of them connected with any other in- 
surance company ? 

Mr. Scuuttz. No, sir; no one. 

Senator Attorr. I would like to get this straight. Did you lose 
any cases when you decreased the commission to your agents—and I 
am speaking particularly of Cardinal and Alcor? 

Mr. Scuutrz. No, sir; we did not. 

Senator Atiorr. Did you lose any immediately subsequent to that, 
and by “immediately” I mean at the next renewal period ¢ 

Mr. Scuutrz. Excuse me. That is what I took your first question 
to mean, and the answer is “No.” 

Senator Atiorr. Now, I call to your attention, Mr. Schultz, to the 
interim report of this committee published pursuant to Senate Reso- 
lutions 225 and 270; that was when Senator Ives was chairman of this 
committee. On page 23 of that report, an analysis of 79 insurance 
companies—and you may want to jot these figures down for your 
own reference—shows premiums, of course, as 100 percent, claims 
averaged 79.5, dividends 8, retention 12.5, and under that, in paren- 
theses, commisisons 3.4 and, in parentheses again, fees, 0.9 per- 
cent—the latter two items, of course, being included in the total 
retention figure. I might say also that, in the hearings of this sub- 
committee during this year, we went at length into one insurance 
program where a commission of 10 percent, with an override of 1 
percent was criticized severely not only by this committee but by 
insurance commissioners and, if I recall correctly, by the insurance 
commissioner of the State of New York. In fact, they were told 
to desist. 

Now, can you suggest, in line with this analysis, why your rates 
should be so excessive, as Mr. Cotter has brought out in his question- 
ing? Your retentions are running up to 58 percent, instead of 1214 
percent, which is the average of 79 companies in the United States. 

Mr. Scuuttz. My first impression of the commission factor would 
be that these cases probably on an average were several years old 
and the decremental scales obtained. It is possible on a decremental 
scale, of course, to come down to a 1 percent commission. 

Senator Axtxorr. I will tell you that in the one case they were 
told to desist by the insurance commissioner where they were paying 
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a 10 percent plus 14 percent, the experience rate was less than 3 years 
on that case. 

Mr. Scuutrz. Offhand, I can’t see why the superintendent in New 
York should criticize the commission on the override that you have 
mentioned, unless it were in violation of that company’s own filing. 
If you are suggesting that the criticism came because of the absolute 
amount involved, the absolute percentage figure—— 

Senator Atuorr. That is the testimony before this committee. 

Mr. Scuutrz. That the criticism was because of the absolute figure 
itself? 

Senator Auxorr. Yes. 

Mr. Scuutrz. I cannot see why the superintendent would make a 
criticism like that. 

Senator Atiorr. Did the superintendent, as you call him—lI pre- 
sume that is his title—of insurance—— 

Mr. Scuutrz. Yes, sir. 

Senator AuLorr (continuing). Did he ever communicate with you 
and suggest or tell you to reduce your commission ? 

Mr. Scuutrz. No, sir. All our similar cases have been gone over 
at least twice—I think three times—by examiners and teams from the 
New York Insurance Department and, of course, since they are di- 
rectly concerned with the filing of r ates and commissions, one of the 
first things which they go into is possible violations, and each of our 
cases was checked from that point. 

Senator Atxorr. I presume your payment of commisisons is justi- 
fied in your mind by the fact that services are performed by the 
broker or agent, is that correct ? 

Mr. Scuutrz. That is right. 

Senator Atvorr. And yet you have made the statement here that 
the reduction of commission was made in this particular case, the 
Teamsters Union Local 816 in which you gave the very progressively 
bad experience rate. Is that the one? 

Mr. Scuutrz. Yes, sir. 

Senator Atiotrr. You said that the commission was cut because 
of the loss ratio. Now, if a man is earning his commission as a broker, 
what justification do you have for cutting his commission because of 
a bad loss ratio in the particular business which he has brought to you? 

Mr. Scuutrz. This particular broker did not originate the business 
with the company. He came in in the fifth year that the policy was 
in force with us. 

Senator Attorr. Did you reduce it because he is performing any 
less services than the broker or agent who had it before? 

Mr. Scuutrz. No. If the previous agent were still on the group, 
the services would be comparable. 

Senator Autvorr. All right. Then, in other words, either the first 
agent was being overpaid or this man is being underpaid? 

“Mr. Scuuurz. No, sir. I don’t think that is a fair conclusion. 

Senator Au.ort. I don’t see why it isn’t. If he is performing the 
same services that were performed before, which you have stated he is, 
and you have reduced his commissions in the fifth year of your ex- 
perience, which is, according to your statement, very bad, then you 
are reducing his commissions s because of the experience, and it bears no 
relation to the services that he is performing. 
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Mr. Scuutrz. Excuse me. I must have misunderstood you. The 
commission is basically a royalty for bringing the business to an insur- 
ance company. It does not involve necessarily performance of service. 
In these cases we discussed we have made additional allowances for 
performance of specific services. The allowance in this case of 5 
percent is solely a commission. As a matter of fact, the broker has 
repeatedly requested that we reimburse him for expenses in connection 
with claims, and so forth. 

Senator Atvorr. In that case, you are not justified in 5 percent with 
this broker; are you? 

Mr. Scuuurz. As a commission ? 

Senator Atyorr. Yes. 

Mr. Scuutrz. That 5 percent is less than our standard commission 
brokerage scale. 

Senator Atiorr. Again, it is 114 percent higher than the average of 
79 insurance companies in the United States, and that is still far lower 
than any of the rest of your commissions. 

Mr. Scuutrz. I don’t think it is quite fair to take the average of 
79 cases, which can be made up of any types of groups of any age, of 
any size, and compare it with 1 or 2 of our cases. I think the det ails 
would be quite different. 

Senator Attorr. For your own information and because I think it 
should be in the record at this place, the same interim report goes on 
immediately after the scale that I have just read to you to say that, 
“All the insurance companies reporting to the subcommittee paid out 
about 87.5 percent of their premium income in claims or dividends and 
rate credits to policyholders.” In other words, it left about 1214 
percent for all retentions. 

Mr. Scuuvrz. Taking an overall figure for returns to policyholders— 
that is, claims and dividends, in the same period—the comparable 
figure for our company might run 70 or 75 percent. You have in your 
figure undoubtedly exc ellent experience. 

“Senator Atrorr. In the cases studied by the staff at your place of 
business, there were no rate refunds, were there ? 

Mr. Scuutrz. Oh, yes, definitely; because as I remember the staff 
studied every group that we have ever written. 

Senator At.orr. Let’s take these—do you mind, Mr. Cotter ? 

Mr. Correr. Go right ahead. 

Senator At.orr. Take these that we are talking about, this 1115, 
which is the first one that was discussed. How long has that been in 
effect? I don’t care if you miss it by a year. I just want it generally. 

Mr. Scrutrz. That policy went from 1951 to 1955. 

Senator Attorr. Have there been any rate—what do you call them— 
rate credits? 

Mr. Scuutrz. There have been no retroactive credits, or dividends, 
to make the term simpler, but there have been premium decreases, 
premium credits given because of the favorable experience. 

Senator Axxorr. In other words, your experience, you feel, has 
shown you that you could decrease the premiums year by year? 

Mr. Scuvutrz. That is right; which we have. 

Senator AtLtorr. What would the percentage of those decreases 
amount to ? 

Mr. Scuvtrz. On this particular case I don’t have the underwriting 
file. 
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Senator AtLorr. Would they be substantial 

Mr. Scuvtrz. 15 to 20 percent. 

Senator Auuorr. And, in other words, relying solely on your 
memory, and I understand you are—TI am not binding you to it—you 
state that the decreases because of the experience over a period of ! 
years would be from 15 to 20 percent ¢ 

Mr. Scuuurz. Y eS, sir. 

Senator ALuorr. Take the Teamsters 816. What has been the situ 
ation with respect to dividends or premium decreases? How long has 
that been in effect ¢ 

Mr. Scuutrz. In the first policy year, as was read here, a credit was 
paid of $1,000-odd. No succeeding credits were paid because of the 
loss experience on the group, which became worse each year. 

Senator ALLorr. What was the year, please ¢ 

Mr. Scuuurz. That the credit was paid ¢ 

Senator AtLorr. No, the year it commenced. 

Mr. Scuuurz. December 1950. 

Senator Atitorr. Take the welfare fund of Master Truckmen, Local 
816. When did it begin and what decreases have been in effect on 
that ¢ 

Mr. Scuutrz. That commenced September 1950. I don’t remember 
the date or the amount of the rate decreases, but they were established 
during the period. 

Senator ALLorr. Have there been decreases / 

Mr. Scnutrz. Yes, sir; as far as I remember, yes. 

Senator AtLorr. Now local 318, Health and Welfare Fund of the 
Pulp, Sulphite and Paper Mill Workers. When was it established 
and what decreases or dividends have there been on that ¢ 

Mr. Scnutrz. Local 318 began November 1951; at least 1 decrease of 
20 percent was established. That is all that [ remember now. 

Senator ALLorr. Sir/ 

Mr. Scuurrz. I don’t remember any detailed information beyond 
that 20 percent. 

Senator ALLorr, I am not binding you to a tight percentage. Local 
107, AFL Labor Management Trust Fund, Paper Bag and Novelty 
Workers / 

Mr. Scuuurz. Local 107 commenced June 1951, and I believe de 
creases totaling about 25 percent have been put in. 

Senator ALLorr. I am informed by the staff that they have the rest 
of this information here. 

Now, Mr. Schultz, as I understand it, your contention is that in order 
for your company to get this business, it was necessary for you to pay 
these high commissions ? 

Mr. SCHULTZ Yes, sir. When we commenced business we felt that 
to be ina position to attract any of this business we had to pay com 
missions that were at the top of the commission market rather than at 
the bottom, and as far as rates on policies went, we had to have very 
favorable rates at the bottom of the market rather than at the top. 
Incidentally, I would like to say here, if I may, in comparing our 

records with other companies, or other groups, one element which 
hasn’t been touched on is the matter of initial rates where in almost 
all cases we came in we had extremely favorable rates. That is an 
other form of competition, naturally, but the initial rate itself will 
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up percentages that between two rates make a great deal of difference. 
A spread of 25 or 30 percent in a rate will develop strange variations 
in percentages at the end of a year. 

Senator Atxorr. In other words, in addition to paying high com- 
missions, you felt that you were running at the absolute lowest pos- 
sible scale of your actuarial possibilities in any given case 

Mr. Scuuttz. No; I wouldn’t say that the rates were the lowest pos- 
sible or the commissions the highest possible. Our thinking was to 
establish commissions at a higher rather than a lower level and rates 
at a lower rather than a higher level, but they were not absolute 
extremes; no, sir. 

Senator Atxort. If, as has been developed by Mr. Cotter, you have 
had such high retentions, part of which have been paid in commissions 
and fees running as high as 221% percent, then your company must 
show a rather high percentage of earnings upon its operations? 

Mr. Scwuurz. ‘No, sir. I think the opposite would be true, that 
the earnings would be low because of that situation. 

Senator Attorr. They would be lower because of the higher com- 
missions, of course. 

Mr. Scuutrz.. Higher commissions on a lower rate should produce 
a lower net earning. 

Senator At.Lorr. But the amounts paid out in some of these cases in 
claims as compared to the figures which I gave you on an overall basis 
reflect that a profit was being taken by somebody somewhere and since 
the insurance company was in the business, I assume it was they. 

Mr. Scuuurz. I would not say that our experience on this type of 
business has been highly profitable or even reasonably profitable. 
For every group that possibly develops a low loss experience, there is 
a group that develops a very high loss experience. 

Senator Attorr. Now, you said that one Corcillo was the chief man 
in the Aleor Agency ¢ 

Mr. Scuutrz. Yes, sir. 

Senator Atiorr. Do you know what connections he had which en- 
abled him to control the disposition of these various union matters ? 

Mr. Scuutrz. No, sir, 1 do not. Our business comes to us through 
the agent or broker and we have no direct knowledge of his business 
negotiations. 

Senator AtLorr. You said that one John DeFeo was one of the 
main people in the Cardinal Agency, is that correct ! 

Mr. Scuuutz. Yes, sir. 

Senator AtLtorr. Do you know where he is now ? 

Mr. Scuutrz. No, sir. 

Senator Atiorr. Do you know whether or not he is a fugitive ? 

Mr. Scuuurz. No, sir. 

Senator Atiorr. Do you know that he is not associated with, or at 
least not taking an active part in, the Cardinal Agency ? 

Mr. Scuutrz. Yes, we do know that. 

Senator Atxorr. I think that is all, Mr. Chairman. Thank you. 

Senator Dovetas. I am going to ask Mr. Cotter to conclude the 
examination. I would like to point out to counsel that we have other 

cases this morning and ask if he could conclude the examination in a 
reasonable period. 

Mr. Correr. ‘There are just a couple of more questions, Mr. Chair- 
man. I will rush them. 
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I would like to get a better understanding of the statement you 
made a little while ago, Mr. Schultz. What are the prohibitions or 
inhibitions which the State of New York places upon you with re- 
spect to commissions and fees? If you should file a commission scale 
of 25 percent and an administrative fee scale of 15 percent with the 
State insurance department, could you go ahead and pay such com- 
missions and fees ¢ . 

Mr. Scnutrz. If a filing of those amounts were accepted by the in 
surance department, we most certainly could go along with them. I 
doubt that a filing like that would ever be accepted. aa 

Mr. Correr. Then the insurance commissioner approves your filing ¢ 

Mr. ScHurz. Technically they approve the policy form and accept 
the filing of the rates. 

Mr. Correr. Is it customary for them to say, “You can’t charge that 
rate”? 

Mr. Scuuttz. Yes; quite often. 

Mr. Correr. But they permitted you to pay this 15-percent level 
commission and 7-percent fee on the Alcor or the Cardinal business? 

Mr. Scuuurz. Well, since 1950 the filing requirements have changed 
in New York State. As I remember, in 1950 commissions only were 
required to be filed. Subsequently, administration allowances were 
required to be filed and, I think, recently fees of all sorts are required 
to be filed. I believe now the filings required cover any possible ex- 
penditure on the part of the company. 

Mr. Correr. On the what ? 

Mr. Scuutrz. I believe that the filings now cover all possible ex- 
penditures other than salaries. 

Mr. Correr. Have any of your fees been disapproved by the New 
York State Insurance Department ? 

Mr. Scuutrz. In the business of submitting a new filing there are 
always discussions with the actuarial people there and during those 
discussions the filing is not affected, once the filing is taken and our 
filings have been. Weare free to use them. 

Mr. Correr. Did you go through that procedure with them on the 
commissions and fees you paid on the cases which you had with Cardi- 
nal and Alcor over the period we have been discussing ? 

Mr. Scuvutrz. In 1953 the department required that a filing be made 
of commissions and allowances. In that filing we provided for a 
maximum allowance for services on the part of the agent or broker 
of 3 percent. That was the first time we had been required to file a 
schedule of allowances as distinguished from commissions. 

Mr. Correr. Coming back to a question a while ago with respect to 
your knowledge, or your being on notice, as to the possibility of abuses 
just because of the large commissions and fees that you paid on these 
policies. Wouldn’t you feel that there might be some culpability on 
the part of an insurance company that shut its eyes to that sort of 
thing and went ahead and paid those large commissions and fees? 

Mr. Scuutrz. I don’t know if I have an opinion on that. Com- 
panies certainly did make these payments, and generally as far as 
they were concerned that was the end of it. 3 
and that was it. 

Mr. Correr. There have to be two parties to any abusive trans- 
action, if there were kickbacks or administrative fees being paid to 
people who weren’t doing any work, isn’t that correct? And that 


The payments were made 
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money comes out of premiums, and if an insurance company paid 
sufficiently large commissions and administrative fees, wouldn’t they 
almost have to know that something of that sort was going on under- 
neath, of which they might not know the specifics, but to which they 
would be shutting their eyes? 

Mr. Scnutrz. I don’t think so, sir. I don’t think that is neces 
sarily SO. 

Mr. Correr. Were you people so naive in this business that you 
wouldn’t be cognizant of those practices ? 

Mr. Scuvutrz. We certainly would have felt that if practices like 
that had been obtaining we would have found out about it. 

Mr. Correr. Did you make any investigation of Mr. DeFeo’s record 
or background before you started doing business with him ? 

Mr. Scuvutrz. I was not with the company at the time the original 
negotiations were made. I don’t know what was done about it. 

Mr. Correr. I have no further questions. 

Senator Doveias. Well, the staff has made a series of analyses of 
separate policies dealing not only with the two brokers, but with 
the welfare fund of Master Truckmen of America, local 816; trustees 
of local 107, A. F. of L., Labor-Management Trust Fund, Paper Bag 
and Novelty Workers; Pavers and Road Builders District Council 
Welfare Funds; Bronx Bartenders, local 29; Operating Engineers, 
local unions 137, 137A, and 137B; Joint Welfare Fund of the Inter- 
national Union of Operating Engineers, local unions 14, 14B, 15, 15A, 
and 15C, and several others. In all of these cases, with the exception 
of local 29, Bartenders Welfare and Insurance Fund, either Alcor or 
Cardinal were the agencies; in the Bartenders’ case, Jannine Agency 
was the broker. 

The staff has prepared a tabulation of premiums, commissions, 
fees, et cetera, on welfare funds insured by Eastern Casualty. 1 
would ask the staff to consult with Mr. Schultz and put into the rec- 
ord the agreed-upon figures, which will cover these cases or any others 
which may come to view, with the understanding that they will not 
be put in until Mr. Se hultz has gone over them. 

Mr. Correr. We were going to ask your permission, Mr. Chairman, 
to have this material identified for the record for later introduction, 
after we had permitted Mr. Schultz to make any comments he cares 
to on particular items. 

Senator Doveras. He should have the right to make any statement 
he desires concerning these figures which will also be included in 
the record. 

Mr. Scnutrz. Surely. Did you want to read these figures now? 

Mr. Correr. No. We can do this at a later time, but before we use 
them we will give you an opportunity to comment on them in view 
of the position you took that some of them are cash figures and there 
may be some development in particular cases that you would want 
to point out. 


Mr. Scuutrz. That is right; yes, sir. 
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(The tabulation referred to was marked “Exhibit 95” 
follows :) 
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ExHIBITt 05 


Nine welfare funds insured by Eastern Casualty Co., 1951-54 


Welfare fund of Master Truckmen of America, 
Local 816: 
Presniums 
Commissions 
Fees 
Claims 
Dividends ‘ 

Trustees of Local 107, AFL Labor-Manage- 
ment Trust Fund—Paper Bag and Novelty 
Workers: 

Premiums 

Commissions 

Fees and other allowances 
Benefit payments 
Dividends 


Bronx Bartenders Welfare and Insurance Fund, 


Loca] 29: 
Premiums. 
Commissions 
Fees and other allowances 
Benefit payments 
Dividends 
Operating Engineers Local Unions 137, 137A, 
and 137B: 
Premiums 
Commissions. 
Fees 
Benefit payments 
Dividends 
Joint welfare fund, International Union of 
Operating Engineers, Locals 14, 14B, 15, 15A, 
and 15C: 
Premiums 
Commissions 
Fees 
Claims. 
Dividends _. 
Pavers and Road Builders District Council 
welfare funds (8 locals 
Premiums 
Commissions 
Fees. _. 
Benefit payments 
Dividends 


Trustees of local 318 health and welfare fund, 
International Brotherhood of Pulp, Sulphite, | 


and Paper Mill Workers: 
Premiums 
Commissions... 
Fees 
Claims 
Dividends 
Trustees of Teamsters Union, Local 816 welfare 
fund: 
Premiums 
Commissions. 
Fees 
Benefit payments _- 
Dividends - -- ‘ ' 
Restaurant, Luncheonette and Soft Drink 
Employees Union, Local 1115, CIO: 
Premiums. --.--- 
Commissions_.- 
Fees__- 
Benefit payments _- 
Dividends 


Annual totals: 
Premiums. 
Commissions- _- 
Fees___-- re 
Benefit payments _- 
Dividends. _- 





$42, 657 
5, 332 
3,199 


953 


sy 
24 
34 


20, 467. 78 


0 


21, 600 
2, 700. 
1, O80 
5, 623 
3, 243 


24, 930 


3, 116. 26 


1, 661 


14, 324. ¢ 


1, 029 


139, 700 


17, 462. ! 


6, 828 
76, 331 


196 
613.7 
, 002. & 
070 
, 316 


and 


L199 


Is As 


1M, 138. 7 
23, G38 


112, 019. ¢ 


u 


56, 296 
7, 037 
2, 814 

21, 057 


9, 108 
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(Mr. Schultz’ comments were later submitted to the subcommittee 
and are as follows :) 
EASTERN CASUALTY CO., 
New York 19, N. Y., January 4, 1956. 
Mr. PAuL J. Correr, 
Chief Counsel, Senate Subcommittee on Welfare and Pension Funds, 
Senate Office Building, Washington, D. C. 

Dear Mr. Correr: In accordance with your letter of December 27, I am return- 
ing the exhibit on nine of our welfare fund groups. Except for a small error for 
Local 107, these figures are correct.’ 

The point I tried to make at the hearing was that these figures were strictly 
cash basis, rather than the earned premium-incurred loss basis which is used to 
compute retroactive credits, and the cash-basis figures may develop unrealistic 
percentages, particularly when short periods (1 or 2 years) are involved. If 
possible, we should like your published record to note that these figures are not 
on the accrual basis. 

Thank you for your courtesy and this opportunity to review and comment on 
this exhibit. 

Very truly yours, 
(Signed) David Schultz. 
(Typed) D. ScHULTz. 


Senator Douctas. That is all as far as I am concerned. 

Senator At.orr. I have no questions. 

Senator Dovetas. Thank you very much. 

The next case is that of the Mutual Benefit Health and Accident 
Association of Omaha, and its wholly owned subsidiary, Companion 
Life Insurance Co. 

I will ask the gentlemen to come forward. 

We have also called Mr. Victor D. Levitt, of Mount Vernon, N. Y. 
We have a letter from Mr. Levitt saying that he is ill and unable to 
attend, and a certificate from his physician. Both will be made a 
part of the record. 

(The documents referred to were marked “Exhibits 96 and 97” and 
are as follows:) 

EXHIBIT 96 
LAW OFFICES 
Victor D. Levitt, Jr. 
Mount Vernon, N. Y. 
NOVEMBER 28, 1955. 
Senator Pau H. Dovatas, 
Chairman, Subcommittee on Welfare and Pension Funds of the 


Senate Committee on Labor and Public Welfare, 
The Capitol, Washington, D.C. 


Dear Sir: On February 15, 1955, I suffered a heart attack and was confined 
to the Mount Vernon Hospital for some 35 days, then to my home for more 
than 2 months. Since then I have been under the care of a heart specialist. 

For the past 8 days I have suffered certain seizures which leave me gasping 
for breath. At about 1 o’clock today I saw Dr. Scholder, my heart specialist, 
who advised me that I must have a great deal of rest and avoid tension of any 
kind. He also prescribed certain medicines. 

My Office informed me that a United States marshal named Mr. Pickett wanted 
me to contact him, so I arranged to get in touch with him. He gave me a carbon 
copy of some unsigned papers which he said constituted a subpena to appear in 
Washington, D. C., before you on November 30, 1955. I immediately made 
inquiry as to where to contact you and let you know I am unable to attend any 
hearings at the present time because of the condition of my health. 


1 Brror of 10 cents has been corrected in above tabulation. 
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I made a telephone call in an effort to apprize you of the situation, but so 
far have been unable to speak to you. 


If you desire an affidavit from me and/or my doctor I will be pleased to furnish 
same to you upon request. 
Kindly advise. Thank you. 


Very truly yours, 
Vicror D. Levirt, Jr. 


EXHIBIT 97 
Senator Paut H. Dovue.as, 
Chairman, Subcommittee on Welfare and Pension Funds of the 
Senate Committee on Labor and Public Welfare, 
The Capitol, Washington, D. C. 


STATE oF New York, 
County of Westchester, 
City of Mount Vernon, 8s: 

Bernard M. Scholder, being duly sworn deposes and says that: I am a duly 
licensed physician authorized to practice in the State of New York and specialize 
in heart work, maintaining an office at 20 Archer Avenue, Mount Vernon, N. Y. 

Victor D. Levitt, Jr., of 31 Forster Parkway, Mount Vernon, N. Y., is one of my 
patients who has been under my care for several months for heart disease which 
he contracted in February of 1955. 

For the past 10 days he has been suffering incapacitating asthmatic seizures 


and he is physically unable to travel or attend a hearing in Washington, D. C., at 
the present time. 


BERNARD M. Scnrouper, M.D. 

Sworn to before me this 30th day of November 1955. 

[SEAL] PAULINE HAL, 

Notary Public. 

Senator Doveias. Again, I want to say that we have no disposition 
to single out any one person or allege that any one person is dodging 
a subpena, but I do think it appropriate to say that an extr: aordinar y 
incidence of sickness has developed among those who were subpenaed 
in these cases. It would seem to be in excess of the normal morbidity 
rate in the population as a whole. I know that a subpena calling for 
appearance before a congressional investigating committee makes one’s 
heart flutter, even if he is completely innocent. I am not condemning 
any one of these men individually, but I think in justice to the com- 
mittee I should remark that we are somewhat startled to find these 
high sickness rates develop upon service of a subpena. In several 
cases where men were subpenaed last year we found that, after they 
were too sick to appear here, they very shortly went about conducting 
their business affairs so their sickness was not of long duration. 

Having made that remark for the record, I will say no more. 

Mr. Martineav. Senator, may I make a statement for the record? 
Mr. Levitt had the heart attack in my office about 6 or 7 months ago, 
and I was more scared than I am appearing here today. We called a 
doctor who came over and laid him out on a couch and gave him mor- 
phine and took him to the hospital. He was there for some 35 d: ays 
and was home for a couple of months and has been under the doctor’s 
care ever since. 

Senator Dovuetas. Your name is what, sir? 

Mr. Martineau. I am Mr. Martineau, Senator. 

Senator Doveias. Mr. Martineau, would you give your name to the 
reporter ? 

Mr. Martineau. My name is Walter F. Martineau. 

Senator Dovatas. Your title and address? 
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Mr. Martineau. Executive vice president, Companion Life Insur- 
ance Co., 345 Madison Avenue, New York City. 

Senator Doveras. Would you lift your right hand? 

Do you solemnly swear, or aflirm, that the testimony which you are 
about to give is the truth, the whole truth, and nothing but the tr uth, 
so help you God ¢ 

Mr. Marrineav. I do. 

Senator Dovuaias. Mr. Randall. 

Mr. Ranpauu. Albert W. Randall, Mutual Benefit Health and Acci- 
dent Association, Omaha, Nebr. 

Senator Doveias. Will you raise your right hand? 

Do you solemnly swear, or aflirm, that the t testimony which you are 
about to give will be the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Ranpau. I do. 

Senator Douguas. Mr. Cotter. 


TESTIMONY OF WALTER F. MARTINEAU, EXECUTIVE VICE PRESI- 
DENT, COMPANION LIFE INSURANCE CO., NEW YORK CITY; AND 
ALBERT W. RANDALL, MANAGER, GROUP DEPARTMENT, MUTUAL 
BENEFIT HEALTH AND ACCIDENT ASSOCIATION OF OMAHA 


Mr. Correr. Mr. Randall, I understand you are manager of the 
group department. 

Mr. Ranpauu. That is right. 

Mr. Correr. Is it permissible to call it the Mutual of Omaha? 


Mr. Ranpva.u. Yes, sir. 

Mr. Corrrer. Could you very briefly give us the facts as to Mutual 
of Omaha’s position in the group field, how long it has been writing 
group insurance, what volume, ete. ? 

Mr. Ranpauu. Well, Mutual Benefit, to go back a little further, was 
founded in 1910. At the present time, we have $149 million of assets, 
or I should say, as of the end of 1954. Mutual Benefit has been in the 
group business some, I would say, 7 or 8 years, but seriously in the 
group business, so to speak, from a competitive standpoint since 1950 
or 1951. 

Mr. Correr. At what time did you take over? I understand the 
Companion Life now is a wholly owned subsidiary of your company. 

Mr. Ranpaty. That is correct. However, we do not operate the 
group department of the Companion Life. 

Mr. Correr. You mean they operate independently ? 

Mr. Ranpatu. They operate independently. I took over the group 
department of Mutual Benefit in the middle of 1953. 

Mr. Cotrrer. And what year did Companion become a subsidiary 
of Mutual? 

Mr. Ranpaww. I will let Mr. Martineau answer that. 

Mr. Martineau. We were licensed on July 1, 1949, and started to 
operate approximately around the first of August 1949 as a life 
company. 

Mr. Correr. And asa subsidiary of Mutual of Omaha? 

Mr. Martineav. Mutual of Omaha owns the entire block of stock. 
We are capitalized for $500,000 and a surplus of a million, which gives 
a surplus to policyholders of $1,500,000. 
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Mr. Correr. Mutual of Omaha, of course, has a license to do busi 
ness in New York ¢ 

Mr. Ranpauz. That is right, sir 

Mr. Correr. On group insurance, do you handle both the life and 

vasualty coverages / 

Mr. Ranpoauu. Yes, sir. 

Mr. Martineau. No, sir. Companion is a life company. Mutual 
is a casualty company. ‘They do not write life insurance. 

Mr. Correr. And on the cases where Mutual handles the casualty, 
is it common for Companion to handle the life ¢ 

Mr. Martineau. In some instances we make a joint bid, in some 
instances we bid by ourselves. 

Senator Atuvorr. May I ask, Mr. Martineau, in connection with 
your answer, do I understand that to mean that you are interested 
only in the group-life insurance business / 

Mr. Martineau. The Companion Life Insurance Co. is only in 
terested in group ‘life. Some times they want a packaged policy 
where they want both life, surgical, hospitalization, and everything 
else, and we make a joint bid. 

Senator ALtiorr. You are interested only in group life 

Mr. Martineau. No. It was formed as a life company, Senator 
just a small background- we started writing just ordinary types of 
life insurance contracts. Then a year or so later some of our general 
agents thought that they might have a small group here or there, so 
then we formed the group department somewhere along probably in 
1950. So we write both individual and group and then later we got 
some demand from some of our agents for some accident and health 
policies, so we have 4 or 5 individual accident and health policies 
that we sell in combination with the life. 

Mr. Correr. Do your companies do business with the Cardinal 
Agency, or do you do business with the Cardinal Agency ¢ 

‘Mr. Martine Au. Yes, sit 

Mr. Ranpauu. Yes, sir. 

Mr. Correr. What cases do you have with them ‘ 

Mr. Martineav. Offhand, we have the carpenters. 

Mr. Correr. Pardon ? 

Mr. Martineau. Offhand, we have the carpenters group. We have, 
I think, the Restaurant and Luncheonette Workers. I think that was 
originally the carpenters group. I think that is all that I can recall. 

Mr. Ranvauw. Mr. Cotter, may I suggest that you address the ques- 
tion to the person who should answer it? We have different groups 
insured with Cardinal than Companion does for instance. 

Mr. Correr. In other words, you have more with Cardinal than 
Companion does ¢ 

Mr. Ranpauu. In this instance, we don’t have any more, but we have 
a different group. We have insured local 804 of the carpenters union, 
but we do not have the other group. 

Mr. Martineau. You do not have the Restaurant and Luncheonette 
workers. 

Mr. Ranpaui. That is right. 

Mr. Corrrr. Let’s take up the New York City District Council of 
Carpenters Welfare Trust Fund. That is the Cardinal case, is it not? 

Mr. Martineav. Yes, sir. 

Mr. Correr. Do both of you have coverages in that case? 
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Mr. RanpaL. Yes, sir. 

Mr. Correr. When did you first receive that case ? 

Mr. Ranpauu. In May 1945. 

Mr. Correr. What do the premiums in the case aggregate on a 
yearly basis? 

Mr. Martineau. Are you addressing that question to me? 

Mr. Correr. Well, we will have to get some ground rules here. 

Mr. Martineau. I don’t want to be left out in left field. 

Mr. Correr. Let’s take the accident and health first with Mutual of 
Omaha. 

Mr. Ranpaty. That will run just a little over $1 million a year 

Mr. Corrrer. How much? 

Mr. RanpaL. A little over $1 million a year. 

Mr. Correr. I think it started in 1951 at a premium rate of $469,000- 
odd ; 1952 it was just over a million; 1953, it was just over a million. 

Mr. Ranpauu. That is right. 

Senator Dovue.as. 1954 and 1955, $1.3 million. 

Mr. Ranpatw. About $1.3 million, I believe, if I recall correctly. I 
don’t have the figures. 

Mr. Correr. The total retention as we have computed it from our 
figures for the year 1951 is 19.5 percent; gross retention for 1952, 28.6 
percent ; and gross retention for 1953, 8.9 percent. I note that in 1951 
you paid $133, 000 in dividends, with a 19.5 gross retention, and in 1952 
with a 28.6 retention, you didn’t pay any dividend. Why would that 
occur ¢ 

Mr. Ranpaty. Well, at the end of the first year, as I recall, the 
case was rerated premiumwise, and they got about 1314 percent re- 
duction in premium because of good experience. 

Mr. Correr. Then the good experience should be reflected in the 
difference between premiums and claims, should it not? 

Mr. Ranpaty. That is correct. 

Mr, Correr. And, as the staff has computed it, your commissions 
and fees on the first year’s business on this size account were 13.5 
percent; in your second year they were 13.4, and in your third 
year, 8.1. 

Mr. Ranpauu. That is right. 

Mr. Correr. So actually if your gross retention was 19.5 percent in 
the first year, and it went up to 28. 6 percent in the second year when 
no dividends were paid, would that possibly reflect an inconsistency 
in your procedures or policies with respect to dividends, or are there 
some other explanations that you can give? 

Mr. Ranpvauy. You probably got those figures from us, but insofar 
as I know, the figures were not ‘that. I thought, just from memory 
and from this chart here, they were higher the first year than they 
were the second. 

Mr. Correr. We have got just over $1 million in premium, $15,900 
in commissions, one-hundred-and-sixteen-thousand-odd dollars in fees, 
and in incurred claims, $725,600. That percentage does look a little 
high and maybe it is. I was just given this computation this morning. 

Mr. Ranpatt. I don’t believe it is accurate. 

(Mr. Randall later submitted figures on the New York City District 
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Council of Carpenters Welfare Fund; his letter follows:) 


Morvuat BENerir HEALTH & ACCIDENT ASSOCIATION, 
Omaha, January 5, 1956. 
Mr. Pau J. CoTTER, 
Chief Counsel, United States Senate 
Subcommittee on Welfare and Pension Funds, 
Washington, D. C. 

Dear Mr. Correr: In your letter of December 29, 1955, you inquired as to the 
figures given the subcommittee regarding the retention calculations on the New 
York City District Council of Carpenters Welfare Fund. 

In order to fully agree on the significance of the figures submitted, it is neces- 
sary to discuss briefly these areas. 

1. Actual retention calculations as compared to the figures presented the 
subcommittee; and 
2. The method of billing and audit used on this case. 

The figures requested by the subcommittee represent a picture of the policy 
year as of the date the request was made (May 1954) and does not take into 
consideration subsequent premium adjustments or losses carried forward. The 
figure called retention on the subcommittee report and represented by the gross 
premium minus the sum of the incurred claims plus experience-rating refunds is 
more of a balancing item rather than a retention. This figure corresponds to 
item (13) “Dollars retained” of our exhibits attached and differs from item (11) 
“Formula retention” in that the dollars retained item may be less than the 
formula retention if experience has been unsatisfactory or more than the for- 
mula retention in the event previous losses have been carried forward from 
prior years. 

In view of the large number of employers involved in this case, we receive 
monthly an estimated premium from the policyholder. The final audit on the 
case is made by a firm of certified public accountants from 6 to 12 months follow- 
ing the close of the policy year. When examining the attached exhibits, you 
will note that as of this date, the gross premiums differ from the figures given 
the subcommittee in May 1954 because of adjustments shown in exhibit D. 

The incurred claims reported to the subcommittee were those charged against 
the group as of the time the report was made. 


CONTRACT YEAR MAY 1, 1951, TO MAY 1, 1952 


The incurred claim item (9) in this year was underestimated by $13,822.65. 
The incurred claim item of $231,278.23, shown in exhibit A, plus the amount 
underestimated results in the figure given on the report of $245,100.88. Formula 


retention, 22.5 percent; dollars retained, 22.5 percent; refund, 28.3 percent. 


CONTRACT YEAR MAY 1, 1952, TO MAY 1, 1953 


The premium reported for this year was $1,016,914. As shown in exhibit B 
and exhibit D, item (b), a reaudit refund was made in October 1954, resulting 
in a final earned premium of $987,150.88. When the final audit was made, we 
found the actual incurred claims to be $781,421.42. You will note we have credited 
the claim reserve ($82,869.87) for the year 1951 to 1952 and charged the claim 
reserves ($192,298.78) for the year 1952 to 1953, which brings forward the deficit 
of $13,822.65, which was under-reserved in the prior year. Formula retention, 
22.8 percent ; dollars retained, 20.8 percent. 


CONTRACT YEAR MAY 1, 1953, TO MAY 1, 1954 


The premium reported for this year was $1,051,108.30. As shown in exhibit C 
and exhibit D, item (c), a reaudit refund was made during January 1955, result- 
ing in a final earned premium for the year of $1,030,539.63. At the time of the 
final audit, we found the actual incurred claims to be $804,903.84. Here you will 
note that the claim reserves for the year 1952-53 ($192,298.78) were carried 
forward and credited, and the 1953-54 ($172,464.46) reserves charged to the 
case. The deficit for the previous year of $20,099.88 was carried forward. 
Formula retention, 17.7 percent; dollars retained, 19.6 percent; refund, 2. 
percent. 
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During my testimony before the subcommittee on November 30, 1955, I had 
before me and was more familiar with the figures as shown in the attached 
exhibits, which are the adjusted figures, rather than those presented to the 
subcommittee in May 1954. 

Yours sincerely, 
A. W. RANDAIL, 
Assistant Vice President. 


ExuHrsit A 


New York City District Carpenters Welfare Fund, GMB-1028 and GMNY-932 
May 1, 1951, to May 1, 1952 


(1) Premium earned__ paicuncencsiatokel ee RT! 
a I ok ia ce dice erence 6 . aa 107,188. 36 
a sates eee nlntaniratiosentide 0 
(4) Ending reserves j j / 82, 869. 
(5) Beginning maternity reserves_____- ls aid 5 0 
(6) Ending maternity reserves sa salient ddadelataeas 41, 225. 


(7) Beginning D. B. L. reserves__- 

(8) Ending D. B. L. reserves_______~- ba 

(9) Ineurred claims (: 2)— (8) +(4)— 5) +(6)- (7)-+(8)-—--- 

(10) Margin (1)—(9) panied 238, 43! 
(11) Formula retention . ; ' ; 105, G85 D. 
(12) Adjustment account___-_ si ee ee 0 
(18) Dollars retained_____ . a 105, 685. 
(14) Refund (10)—(13)__- ‘ a oe ee as ‘a . 1382, 749. £ 


ay ihe 


ExHisit B 


York City District Carpenters Welfare Fund, GMB-1028 and GMNY-9 
May 1, 1952, to May 1, 1953 


Premium earned__ Syst Fe oes ies al osey ee 


Claims paid 2 bi aietuee en _..-__ 49, 318. 51 
Beginning services__ - asictecealbale 82, 869. 87 
Ae beetles = ‘ : . 192, 298. 78 
Beginning maternity reserves____ ; . eee 41, 225. 00 
Ending maternity reserves____- : oS : ee 41, 225. 00 
seginning LD. B. L. reserves ed ate SN 0 
Ending D. B. L. reserves_______- _... 22,674.00 
Incurred claims (2)—(3) bili 5) a (6). “ (7) + (8)- 781, 421. 42 
Margin (1) (9) ee : duimne: 2k ca. oo 
Formula retention_____-__- oa -maaaam Ded Sen. 84 
Adjustment account ss —20, O99. 88 
Dollars retained ase 205, 729. 46 
Refund (10)—(13) 


Exner C 


» York City District Carpenters Welfare Fund, GMB-1028 and GMNY-9 
May 1, 19538, to May 1, 1954 


Premium earned____ ee. ee ~sisiteaiteienianencs a a 
Paid claims : dtuittane a $37, 104. § 
Beginning reserves___..___-___- 192, 298. 7 
I Od nae cath emcee eos 172, 464. 
Beginning maternity reserves____- 41, 225. 
Ending maternity reserves 0 
Beginning D. B. L. reserves. . 22, 674. 
Ending D. B. L. reserves_____- eit See ek 51, 5382. 2 
Incurred claims (include D. B. L. ys 2) = (3) + (4) 5) 

+ (6) --(7)4+ (8) a an 804, 903. | 
Margin (1)—(9) 7 ae 225, 635. 7 


mae, 


Formula retention 82, 380. 37 
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Vew York City District Carpenters Welfare Fund, GMB-1028 and GMNY-—93 
Vay 1, 1953, to May 1, 1954—Continued 
(12) Adjustment account: 
Brought forward____-- ~~. — S20), OOD 
Current year____--- +20, OVO 
Balance_. 


(13) Dollars retained 
(14) Refund 


Exutisit D 
Vew York City District Carpenters Welfare Fund, GMB-1028 and GMNY-—932 
premiums earned 
(a) Policy year is May 1, 1951, to May 1, 1952: 


(1) Original premium received__- $465, 111 
(2) Reaudit premium received 4, GOL. Df 


(3) Premium earned (1)+(: 1650, 


(b) Policy year is May 1, 1952, to May 1, 1953: 
(1) Original premium received : 
2) Reaudit premium returned October 1954- 


(3) Premium earned (1)—(2)-- 


(c) Policy year is May 1, 1953, to May 1, 1954: 
(1) Original premium received_- aati dnl s _ 1,051, 108. 30 


(2) Reaudit premium returned January 1955 20, 568. 67 


(3) Premium earned (1)—(2)-.......__..._... 1,080, 539. 63 


Mr. Correr. I would like to talk for a minute about your fee and 
commission policies generally. We noted with some interest that as 
your decremental scale of commissions goes down, your scale of fees 
in many instances goes up. 

Mr. Ranpauu. Yes. 

Senator Doveras. See if I can establish this: The incurred claims 
of $725,672, plus the retention of $291,241 equals the premium of 
$1,016,900. Apparently figures on commissions and fees are part of 
the $291,000 retention. 

Mr. Ranpaui. You don’t want me to answer that / 

Senator Doucias. I am merely making acomment. I will Jet coun 
sel ask the questions. 

Mr. Correr. Can we get a statement from you explaining your com 
mission scale and your fee scale, first, prior to 1953 and then subse 
quent thereto / 

Mr. Ranpa.u. It is a little difficult to give you a statement as to 
the reason for that fee schedule prior to 1953, except what I have 
derived in my own mind. . The policy, I believe, at the time we first 
started the business was to pay a combination service fee and com 
mission. At the time we went into business, being rather naive about 
the competition in group business, we paid a 30 percent first year and 
a 15 percent renewal. 

Senator Doueias. Repeat that again, please. 

Mr. Ranpatt. We paid—— 
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Senator Doveras. You paid 30 percent of premiums to the broker 
as the first year commissions ? 

Mr. Ranpauu. That is right. 

Senator Doveras. And 15 percent after that? 

Mr. Ranpaui. That is right. 

Senator Doveias. Those are extraordinary commissions. 

Mr. Correr. Is that a decremental scale or flat? 

Mr. Ranpatyi. No. That was flat. That was back prior to 1950, 
I believe. 

Senator Doveias. Who was the agent ? 

Mr. Ranpa.u. It isn’t unusual—no agent. I mean there were quite 
a few agents who were paid that at that time. 

Senator Dovueias. You say it is the universal practice, but who in 
the welfare fund was the agent ? 

Mr. Ranpatu. I believe Mr. Cotter asked me to outline our practices 
as they developed. 

Senator Dove.as. All right. 

Mr. Ranpauw. It wasn’t unusual in face of the fact-—— 

Senator Dove.as. It was not unusual ¢ 

Mr. Ranpaw. In face of the fact that Mutual Benefit, being an in- 
dividual company, did not feel it unusual to pay fees, or commissions, 
I should say, as high as 30 and 35 percent on individual business. 

Senator Dovuenas. On individual policies, but these are group 
policies. 

Mr. Ranpatu. I realize that. 

Senator Doveias. In the case of a group policy, instead of selling 
policies to each one of the 25,000 members of Carpenters District 
Council in New York City, you sold 1 policy. That presumably is one 
of the great economies of group insurance in that it reduces selling 
costs, but here you are t taking over individual selling costs and apply- 
ing them to group policies. 

Mr. Ranpauu. You are quite right, Senator. What I am trying 
to do is give an evolution of how these things developed in my own 
mind, Many of these things, I have figured out from files in my own 
investigation, if you see what I mean. 

Senator Dovenas. We understand you came with the company in 
1953. 

Mr. Ranpatu. I took over the group department in 1953; that is 
right. 

‘Senator Dover.as. What you are now saying is that these were prac- 
tices adopted prior to your assuming responsibil ty? 

Mr. Ranpat. That is right. 

Senator Dove.as. All right. 

Mr. Ranpat. So from the high 30 percent first year and 15 percent 
renewal, we went on down to our present practice. As you will see 
from the reports that we have given you, that has been pretty much 
a gradual reorganization of thinking, so to speak, down to the 
point where we are currently paying a flat commission on all cases, 
which is a 20-percent graded commission—that is on all new cases 
written 

Senator Doveras. It is down to 20 percent? 

Mr. Ranpa.v. Twenty-percent graded decremental scale. 

Senator Doveias. How does that go down in increments ? 

Mr. Ranpaut. It is a standard scale used by most companies. 
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Senator Dove.as. Is it true that it is 20 percent on the first $1,000 
of premiums? 

Mr. Ranpauu. That is right. 

Senator Dove.as. Twenty percent on the next $4,000, 15 percent 
between $5,000 and $10,000, 1214 between $10,000 and $20,000, 10 be- 
tween $20,000 and $30,000 ¢ 

Mr. Ranpauu. That is right. 

Senator Dove.as. Five percent between $30,000 and $50,000, 214 
bet ween $50,000 and $100,000, 1 percent between $100,000 and S250 A00, 
14, percent between $250,00 and $500,000, #5 in excess of $500,000 ¢ 

Mr. Ranpauu. That is first year. 

Senator Doveias. And the renewals move down from—these are 
percentages of premium ? 

Mr. Ranpauu. That is right. 

Senator Dovetas. The renewals move down from 5 percent to 3 per- 
cent, 2 percent, 114 percent, which prevails between $5,000 and $50,000, 
down to 1 percent between $50,000 and $100,000 ¢ 

Mr. Ranpauu. That is right. 

Senator Doueias. With a bottom of one-tenth of 1 percent ? 

Mr. Ranpau. That is our printed schedule. That is the schedule 
that applies on all cases. Now, there is a little difference in that you 
can level them out over a 5- or 10-year period, but the amount of money 
received is the same. 

Mr. Correr. You furnished us a great number of different commis- 
sion scales and service fee scales, all of which I presume you have 
to file with the insurance department in the States in which you do 
business. 

Mr. Ranpatu. The service fees were not required to be filed until 
October 1953, I believe. Therefore, anything that was—— 

Mr. Correr. Are they required in all States now, or just in a few 
States ? 

Mr. Ranpatu. Just in a few. 

Mr. Correr. Do you know how many? 

Mr. Ranpauu. I know only primarily of New York State. 

Mr. Cortrer. Now, I refer to service fee scale No. 5, which starts 
with—I am sorry, S-5—which is your administrative group. And 
on the first $1,000 in the first year it is nothing, and it goes up to 14.9 
percent when you get to $500,000. 

Senator Douc.as. So that as the selling commission goes down with 
the size of the policy, the service fee goes up. Does that average out 
at about 15 percent ? 

Mr. Correr. What does that scale average out? What decremental 
scale would that be? 

Senator Doueias. Add the two together. 

Mr. Correr. What scale does it go with? Does it go with your No. 
5 commission scale ? 

Mr. Ranpatu. You have me at a little disadvantage. I have S-5, 
but I don’t know which one you are comparing it with. 

Mr. Correr. Should we compare it with your commission code scale 
No. 5, which is the decremental scale? Should they correspond ? 

Mr. Ranpauu. Not code No. 5. That is a 25 percent graded—— 

Mr. Correr. Do you pay both fees and commissions on the same 
case? Do these code numbers correspond and does your No. S—5 
administrative fees code relate to your No. 5 commission code? 
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Mr. Ranpatu. No. 

Mr. Correr. No relation? 

Mr. Ranpautu. No. As I have gathered my information, these have 
over a period of years been related to certain specified commission 
schedules. The reason, to the best of my knowledge, why they have 
incremental scales and decremental scales is more from the standpoint 
of convenience in handling the various entries insofar as services fees 
go and commissions go in “breaking them down on your annual state- 
mem. But for all pr ractical purposes they would be a level scale. 

Mr. Correr. In other words, to arrive at a level fee of 10 or 15 
percent, you would use two combinations, a decremental scale on com- 
missions and a service fee scale going up from zero to 15 percent? 

Mr. Ranpauyi. That is right. 

Mr. Correr. How do you justify a 15 percent service fee? 

Mr. Ranpauu. That was service fee and commission. 

Mr. Correr. But it is listed as a service fee? 

Mr. Ranpauu. In this instance, yes, on a decremental basis. At 
that time, again going back and using in many cases what I felt to be 
the practice at the time, the service fees were warranted and the 
people who made the arrangements thought they were justified be- 
cause of the duties being performed by these people. 

Mr. Correr. Did you use this inverse order commission and service 
fee scale on your Local 445 of the Brotherhood of Teamsters welfare 
fund ¢ 

Mr. Ranpauu. I think for administrative purposes it was used ; yes. 

Mr. Correr. For administrative purposes. Well, you actually paid 
the fees, didn’t you? 

Mr. Ranpatu. That is correct. But as I say, I think, to the best 
of my knowledge, the reason for the breakdown between service fees 
and commissions was to break out service fees and to charge them to 
service-fee accounts and to break out commissions and cha arge them 
to commission accounts. That is the reason for the two scales. 

Senator Dovcias. Mr. Levitt, whose name we have referred to pre- 
viously in connection with the subpena this morning, is the broker in 
the case of local 445% 

Mr. Ranpatu. That is correct. 

Mr. Correr. Well, how much flat level commissions or fees, or what- 
ever you want to call them, did Mr. Levitt receive on this particular 
policy? 

Mr. Ranpatu. That I couldn’t answer you, for the first year, because 
if I recall rightly there are two portions to the contract and he was 
paid downscale on each portion of it. On renewal he got the flat 10 
percent. 

Mr. Correr. We have made some computations from figures which 
I assume we got from you or your questionnaire which show a combi- 
nation of Companion Life & Mutual coverage, with premiums on one 
policy aggregating $47,000-odd in 1951 and commissions and fees rep- 
resenting 25.5 percent of premium. I assume that 1951 was the first 
year. 

Mr. Ranpatu. That is right. 


Mr. Correr. Isn’t 25.5 percent an unusually high amount on a pre- 
mium that runs $47,000? 
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Mr. Ranpauu. At the time that the commission and fees were paid 
for the services he was doing, I know that the people who made the 
arrangement did not feel that it was high. 

Mr. Correr. Do you feel it is high ¢ 

Mr. Ranpauu. I don’t think, looking at it from the aspect of the 
amount of work being done, or the general attitude of the overall in- 
dustry then and now, I don’t think you could compare that. How- 
ever, from my standpoint I would say 

Senator Doveias. Will you speak a little louder, please, Mr. Ran- 
dall? 

Mr. Ranpatu. You would first have to know exactly what the man 
was doing who received the service fees. 

Mr. Corrrer. Could he be doing anything to receive that much 
of a commission and service fee? That is the point I am making. 
This is money that is either contributed by employees, or bargained 
from employers, and goes to cover the contingencies of sickness and 
accidents, and so forth, on a group basis, and 25.5 percent is taken 
by the broker or agent to do what ¢ 

Mr. Ranpauu. Well, I know in this particular case Mr. Levitt cor- 
lects the premiums, issues the certificates, handles all changes in the 
policy, pays the claims, and handles the entire administration ot tne 
case. 

Senator Dove.as. That is, he pays the claims 4 

Mr. Ranpatu. That is correct. 

Mr. Corrrer. And do you audit his office to see that you get all the 
premiums that are forwarded to him, or does the premium come to 
you direct ? 

Mr. Ranpatu. To the best of my knowledge, in all of our cases we 
get the premium direct from the union or employer. 

Senator Atiorr. You have stated that you paid 25 percent to him 
in this case. You have stated certain services that he performed which 
you thought justified the payment of the commission in this instance ; 
is that right? 

Mr. Ranpatu. That is right. 

Senator A.orr. With respect to servicing the policy then that 

raises the question whether or not you could service it for an equivalent 
or lesser amount. Would you like to comment on that ? 

Mr. Ranpautu. Well, I do know this—just a minute until I get 
these papers, this booklet—that from the standpoint of our operating 
costs, they have gone down tremendously over the past few years. 
At the time that this contract was written, to the best of my knowl- 
edge, and I will just look here, our operating costs were around 25 
percent. 

Senator AtLtorr. What do operating costs include? Are we talking 
about the same thing ? 

Mr. Ranpau. I think so, with the exception of taxes. 

Senator Atiorr. In other words, what you are saying in this par- 

ticular instance we are discussing is that you feel that the collection 
of these premiums and keeping track of them by the insurance agent— 
and do I understand you to say that he not only pays the claims but 
determines what claims shall be paid ? 

Mr. Ranpauu. That is correct. 
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Senator Atuorr. And that he acquires or collects the applications 
for claims, whatever form you may require in this instance—does 
he do that ? 

Mr. Ranpatu. That is right. 

Senator Attorr. And I suppose that involves interviews also with 
these applicants ? 

Mr. Ranpay. I wouldn’t know. 

Senator AtLorr. Do you have a regular form upon which appli- 
cation for claims must be made? 

Mr. Ranpauu. That is right. 

Senator Atxorr. I suppose it has attached doctor’s certificate and 
perhaps hospital certificates, too, as many of them do? 

Mr. Ranpaui. That is right. 

Senator Attorr. You feel, then, the services he renders in the col- 
lection and receiving of these claims and the determination of whether 
or not the claims should be paid, the paying of them, if they should be 
paid, plus his other services in connection with the policy, altogether 
the total remuneration he receives, which is 25 percent, is not more 
than adequate compensation for the services he is performing ? 

Mr. Ranpauu. The 25 percent was received only for the first year, 
and Mr. Cotter asked me whether, in my opinion it was justified at 
that time. I can’t say whether it was justified. All I can say is that 
our operating costs at that time were 25 percent. The people who 
originally made the deal with him must have thought it was justified. 

Senator Atiorr. Yes, but that is your total operating costs. I don’t 
think it is responsive in the sense that it is comparative. But now 
in subsequent years, how does this grade out? Does that 25 percent go 
down, and if so, to what? 

Mr. Ranpauu. It went into a flat 10 percent combination of com- 
mission and service fee. 

Senator Auiorr. Let me ask you the same question again: how 
much was the servicing? What percent was that ? 

Mr. Ranpauy. I am just taking a guess because I don’t have it 
broken down here. The servicing amounted to about 6 percent, and— 
am I right? I can give it to you in figures better. The servicing 
amounted to $3,400 in 1952, and the commissions amounted to $2,166. 

Senator Attorr. Let me ask you this, then: do you consider the 
approximately 6 percent service fee a, fair compensation for the work 
he is performing ? 

Mr. Ranpa.u. I would say it is a fair compensation. 

Senator Auxorr. Is it more than fair? In other words, could you 
perform those same services yourself at a lesser cost ? 

Mr. Ranpaty. With our present operation I would say that it 
would be a comparable cost. 

Senator AtLorr. A comparable cost ? 

Mr. Ranpauu. For this small group. As your premium gets 
smaller, the percentage for service fee naturally goes up. 

Senator Atiorr. In other words, the cost of serving a small account 
is much greater than a large one? 

Mr. Ranpauu. That is right. 

Senator Dovetas. The extraordinary thing about some of your 
schedules is that as your accounts get larger, the percentage for ad- 
ministration also gets larger, even though you have just said that the 
cost diminishes. That troubles me. 
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Mr. Ranpauu. As I explained to you, in my opinion, it was done for 
administrative purposes, to separate the service fees and commissions. 

Senator Dove.as. In other words, it was a hidden commission, dis 
guised as a service fee / 

Mr. Ranpauy. Well, I wouldn’t say it was hidden. We paid it and 
declared it. 

Senator Dovexas. But the effect was to make up for the decreasing 

scale in commissions by increasing the so-called service fee. 

Senator Atiorr. May I ask this question to follow that up, Mr. 
Chairman / 

Senator Dove.as. Certainly. 

Senator Atiorr. Do you know of any other company which prac 
tices this incremental method as to service fees 

Mr. Ranpauu. No; not personally. 

Senator Auxorr. I have been informed by the staff that this is the 
only company that they have investigated where this particular policy 
has been ask 

Senator Doveuas. A rising service fee, I would say, which helps to 
offset, if it does not completely do so, the decremental commission scale. 

Mr. Corrrr. This might throw some possible light on what your 
thinking was, Mr. Randall. 

It has been called to my attention that under date of March 9, 1954, 
Mr. Martineau wrote to Mutual in reference to the S—5 incremental 
administrative scale and referred to the joint welfare fund of the 
International Union of Operating Engineers, Locals 14 and 15, of 
which Corcillo was the agent. ‘The substance of the letter, according 
to the notes of the staff members, was that Corcillo didn’t want to 
change from the incremental scale and Martineau wrote Mutual stat- 
ing that if they changed from incremental to a level 4-percent stand- 
ard fee, it would (1) endanger Mutual’s $550,000 business with Cor 
cillo and (2) endanger Companion Life’s portion of business handled 
by Corcillo. Do you recall that letter, Mr. Martineau ‘ 

Mr. Martineau. No, sir; and you didn’t subpena it or I would 
have found it. I don’t recall any such letter. 

Mr. Correr. We didn’t take a copy of it, either. I thought perhaps 
you would recall it. 

Mr. Martineav. I don’t recall any such letter. 

Mr. Ranpatyu. When was the letter dated ? 

Mr. Correr. It was dated March 9, 1954. 

Mr. Ranpvauu. To whom ¢ 

Mr. Correr. Just Mutual, they have here. We can document this 
through testimony of the staff member who did review the matter. 

Mr. Martineav. Mr. Kuhl and Mr. Dunne reviewed my files. If 
they want to testify that they saw such a letter, I would like to have 
them document it. 

Senator Atxorr .I have this one question about it. I can’t get away 
from being a lawyer, I suppose, but if the letter is there, let’s first 
ascertain that the letter itself can be produced before we let anyone 
testify what is in it. 

Mr. Correr. I think they have already said they don’t have the 
letter here. 

Mr. Martineau. I have no such letter. I have no knowledge of 
such letter. I would like to know who it was addressed to and who 
signed it. 
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Senator Dove.as. I will add, the letter is apparently in the files of 
Mutual of Omaha. I will ask that it be subpenaed together with other 
documents, and photostatic copies be made and submitted to Mr. 
Martineau for comment. 

Senator AxtLorr. Maybe it isn’t necessary to subpena it. Can’t 
they furnish it if they are informed as to who it was addressed to and 
the date of it ? 

Mr. Correr. They have that. 

Mr. Marrineav. I haven’t made any notes. 

Senator Dove.as. Mr. Martineau would only have the carbon. 

Mr. Martineau. If I wrote it. If someone else wrote such a letter, 
the answer is “No.” 

Senator Doueias. Did you write the letter? 

Mr. Ranpatt. I have no recollection of it, sir. 

Senator Dove.as. Will you produce the letter if it exists? 

Mr. Ranvatt. I can get it, yes. 

Senator Dovucias. You said that you didn’t get a subpena for it. 
I would suggest if the letter is produced voluntarily we will not 
subpena it, but if it is not produced voluntarily, we will subpena it 
to see if it can be found or exists. 

Mr. Ranpautu. Was it found in our files or Mr. Martineau’s files? 


STATEMENT OF EDWIN C. MASKA, STAFF INVESTIGATOR, SENATE 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDS 


Mr. Masxa. My name is Edwin C. Maska, and my position is staff 
investigator for the Senate Subcommittee on Welfare and Pension 
Funds. My home address is 1515 Ogden Street NW. 

I can state that during the course of our investigation a letter was 
found in the master folder of Mutual of Omaha under “Joint welfare 
fund, International Union of Operating Engineers, Locals 14 and 15.” 
I can also say that this same letter was seen by two other staff 
members. 

Mr. Marrineavu. May we have the date of the letter, to whom it 
was addressed, and by whom it was signed ¢ 

Mr. Maska. The letter was from Walter F. Martineau to Mutual, 
dated March 9, 1954. The letter, I believe, was addressed to a Mr. 
Davis. 

(The letter referred to was later submitted, marked “Exhibit 98” 
and is as follows:) 

Exuibit 98 


CoMPANION LIFE INSURANCE Co., 
March 9, 1954. 
Mr. GALE FE, Davis, 
Vice President, Mutual Benefit Health & Accident Association, 
Omaha, Nebr. 

Dear GALE: Last week when Al Randall was in town, he and Mr. Mayo dropped 
down to my office and Mr. Randall informed me that in all cases in which the 
Mutual Benefit was interested, he was reducing the agent’s or broker’s “service 
fee” to 4 percent of premium. Mr. Randall said that inasmuch as we had the 
life coverage on a number of these risks, he felt I should be advised. 

I stated that I appreciated this information, but there was nothing I could 
do, if his mind was made up, except to do everything in my power to conserve 
the life coverage. This, I said, might be difficult, especially in cases where the 
soliciting company wouldn’t take the accident and health coverage unless they 
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also got the life coverage. However, I would try and see if the health and 
accident business couldn't be placed in a company writing only that coverage. 

I don’t know what your thinking is behind this drastic move, but it seems to 
me that you are jumping the gun and throwing away some $550,000 in premiums, 
written through the A. C. Corcillo Agency, alone. 

It is my thinking, and, mind you, I am not trying to substitute it for yours, 
that until the legislature enacts legislation, or the insurance department pro 
mulgates a regulation setting the maximum that can be paid for a “service fee,” 
that your company continue on these risks, provided, of course, that they are 
profitable, or can be made profitable. 

It is entirely possible that the insurance department’s thinking may resolve 
itself into a “no service fee’ agreement, and if such is the case, all com 
panies will have to do the work it is now delegating and, of course, all brokers 
and agents will have to abide by that regulation or legislation. 

Why give your competitor a chance to get on a risk now, with the possibility 
that you will be unable to dislodge him later. 

There is going to be legislation or regulation, make no mistake about that. 
However, the thinking of the Department’s position has not as yet been solidified. 

What “service fee” you are paying and how it is being paid is not illegal. Up 
until now there is nothing in the law to regulate it and, naturally, there can be 
no violation of a nonexisting law or regulation. 

Mutual Benefit has built up a good reputation in the group field, welfare- 
and union-wise. They have also gained a good deal of recognition, by hospitals 
and doctors, as a result of this work. I am afraid that they may undo a good 
deal this good will by acting too hasty in this matter. 

For the good of both companies, I would appreciate reconsideration of your 
decision to cancel all groups unless the agent or broker is willing to accept a 
4-percent service fee. 

Cordially, 

Yours for Life, 
WALTER F.. MARTINEAU, 
Executive Vice President. 


Mr. Correr. May I ask if you still are carrying this policy ? 

Mr. Ranpauy. Yes, sir. 

Mr. Correr. And if Mr. Corcillo is the agent on the policy ? 

Mr. Ranpatu. I will have to check. 

Mr. Martineau. Yes. 

Mr. Correr. And whether or not he is on a flat 4 percent or on a 
decremental fee scale ? 

Mr. Ranpatu. To the best of my knowledge he is on a flat 4 percent, 
Mr. Cotter. I don’t have that file with me, as far as commissions go. 

Mr. Correr. Who is Mr. Corcillo? 

Mr. Ranpatt. Mr. Alphonse Corcillo. 

Mr. Correr. Is that the Aleor Agency ? 

Mr. Ranpatu. No, sir. 

Mr. Correr. No connection ? 

Mr. Ranpatu. No, sir. We never did have any business with Alcor 
Agency. 

Mr. Correr. You don’t identify it as Alcor ? 

Mr. Martineau. Let me explain it for Mr. Kuhl’s benefit. Back in 
the old days there was what was known as the Aleor Agency. I think 
that was back in 1947 or 1948, along in there. Alphonse Corcillo was 
one of the members of the agency. I forget the other fellow’s name. 
Anyway, we never did business with the Aleor Agency. They appar- 
ently dissolved partnership and at the time that we started doing busi- 
ness we did business with Alphonse C. Corcillo individually. Tater he 
was licensed by the State of New York under the name of the Alphonse 
Corcillo Agency, Inc., a corporation, but we never did business with 
the Alcor Agency. That was before our day. 
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Mr. Correr. How about the Cardinal Agency? Did you do business 
with them ? 

Mr. Martrneav. Yes, sir. 

Mr. Correr. You are still doing business with them under the name 
of the Cardinal Agency ? 

Mr. Martineau. Yes, sir. 

Senator Dovetas. Do they handle the New York City District 
Council Carpenters Welfare Fund 

Mr. Martineau. Yes, sir. 

Senator Doveras. The premiums on that, as we may have said, in 
recent years have been running from $1 million to $1.3 million. That 
is with the Mutual 

Mr. Martineau. Yes, sir. 

Senator Dovenas. May I ask the gentleman from Mutual if Car- 
dinal Agency handles that policy for you? 

Mr. Ranpatu. Yes, sir. 

Senator Doueias. The answer is “Yes”? 

Mr. Ranpatu. Yes. 

Senator Dovetas. Does the Cardinal Agency handle the life-insur- 
ance business for Companion Life ? 

Mr. Martineau. We handle the business for the Cardinal Agency, 
yes, sir. 

Senator Doveras. And the premiums under 

Mr. Martrtneav. The premiums in the first year were $22,433.95. 
That was for $1,000 of life coverage on the active members, $500 of 
coverage on the retired and semiretired members. It now has been 
increased to $2,000 worth of life on the active members, $500 worth 
of life on the retired and semiretired members. 

Senator Doveras. What are the premiums? 

Mr. Martineau. The premiums now are close to $400,000—some 

$396,000, or roughly around there. 

Senator Doveras. What commissions do you pay to the Cardinal 
Agency? 

Mr. Martineau. We started off originally by paying a 24-percent 
graduated commission, graded down from $5,000. That was the 
first- year commission. The second year renewals are graded from 
7 percent on the first $5,000 down to 3 percent. The commissions at 
the present time average around 3 percent. 

Senator Doveias. Who in the Cardinal Agency is the agent of 
record ¢ 

Mr. Martineau. The agent of record, as far as I know, is John 
DeFeo. I think he signed the agency contract on May 1, 1951. 

Senator Dovanas. Did you investigate the record of "Mr. DeFeo? 

Mr. Marrineav. No, sir. I don’t. investigate the record of any 
broker or agent that brings in business with us. If I did that, I would 
be out running down a man’s habits and character and reputation. 








If they bring in the business, we make an investigation of the risk to’ 


determine whether or not we think it is a good risk, whether it is 
hazardous, and other conditions that are involved. 

Senator Doveias. Were you once a deputy insurance commissioner 
of the State of New York, Mr. Martineau ? 

Mr. Martineav. Yes, sir. I was first deputy for about 6 years. 


Senator Dovetas. In that capacity did you ever investigate the 
Cardinal Insurance Agency ? 
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Mr. Martineav. No, sir. 

Senator Doveras. Did the case of Mr. DeFeo ever come to your 
attention during that time ? 

Mr. Martineav. I never knew the Cardinal Agency when I was 
with the department. There are some 30,000 brokers and agents 
licensed in the State of New York. The only time we ever have any- 
thing is when there is a complaint against ‘them. There was never 
any complaint in my time against the Cardinal Agency and therefore 
no need for investigation. 

Senator Doveias. Did you ever know anything about Mr. DeFeo 
as distinct from the Cardinal Agency ¢ 

Mr. Martineau. No,sir. I didn’t know anything about Mr. DeFeo 
until we put in a bid on this case. 

Senator Dovaias. Mr. Martineau, in or about the month of June 
1952, did you have a check delivered for $46,928.17 made payable to 
New York City District Council Carpenters Welfare Fund, and de- 
livered by hand to the office of Thomas Mazziotta, 442-448 Fourth 
Avenue? 

Mr. Martineav. Yes, sir; made payable to the trustees, and deliv- 
ered to the welfare office. 

Senator Dove.as. I understand there was a memorandum under 
date of June 6, 1952. I am informed that this memorandum was sent 
by Mr. John S. Cook, stating as follows: 

This check represents the refund for rerating purposes of which I understand 
approximately $35,000 will be paid back to the company by the fund in payment 
of the premiums due on the total number of lives insured under the master policy. 

Do you know of that memorandum ? 

Mr. Martineav. I am very familiar with it. I have a photostat 
which you requested which I shall be glad to furnish you. 

Senator Dove.ias. Was that taken from that memorandum? 

Mr. Martineau. You want a statement from me. 

Senator Dovenas. As to whether that is an accurate quotation. 

Mr. Martineac. As far as the refund was concerned of $46,928.17, 
that is accurate. This check represented a refund for rerating pur- 
poses for the first year. At that time we had made our prelimin: Lry 
audit, and after taking into consideration the losses, the risk charges, 
expenses, reserves and everything else set up, we were able to pay 
them back $46,928.17. The second part of the memorandum which 
says something about there will be $36,000 paid back to us—— 

Senator Dovetas. $35,000. 

Mr. Martineau. $36,000. Someone made a mistake. It says 
$36,000 in the memorandum. The $36,000 that was to be paid back 
to us—our preliminary audit showed that we still had approximately 
$36,000 coming in the way of additional premium on some of the 
retired and semiretired lives. When the actual audit was made by 
independent auditors, Horowitz & Horowitz, it showed that we weren't 
far off, that we actually were entitled to—I have it here somewhere— 
not a refund but an additional premium of $38,511.02, which was paid 
tous. So the second part of our memor andum, which says “approxi- 
mately $36,000” ended up. by being $38,511.02 additional premium for 
half life, semiretired lives. 

Senator Dovetas. Is it true that Thomas Mazziotta and Dominick 
Vecchio executed assignments which gave all their commissions and 
service fees to Lancel Associates? 
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Mr. Martineau. I have assignments here where Vecchio, as a 
licensee, turned over—well, let’s put it this way: I understand Lancel 
Associates was at least—I haven’t checked it—Mazziotta, Vecchio, and 
a third member, and when the corporation was formed, the various 
individuals who became officers of the corporation turned their indi- 
vidual business into the corporation. 

Senator Doveias. Do I understand that here you have Mr. Mazzi- 
otta—I want to be clear on this—receiving a check, and was that to 
him for his commissions and services ? 

Mr. Martineau. Mr. Mazziotta was an employee of the welfare 
fund and the check was made payable to the trustees of the welfare 
fund. It may have just been handed to him to turn over to the trustees. 
He worked in the trustees’ office. He was not an agent on that and 
had nothing to do with the Cardinal Agency at the time. 

Mr. Correr. Why do you say at the time? 

Mr. Martineau. I mean even now he hasn’t anything to do with 
the Cardinal Agency. He still works for the fund, as far as I know. 

Senator Doveras. He is one of the three members of Lancel 
Associates ? 

Mr. Martrneav. As far as I know, he was one of the three officers 
of Lancel Associates. 

Senator Doveras. Did you ever find out what happened to this 
check ? 

Mr. Martrneav. Which check? 

Senator Doves. Of $46,928.17 ? 

Mr. Marrineav. It was delivered to the trustees, made payable to 
the trustees. 

Senator Doveias. When it came back to you? 

Mr. Martineau. When it came back it was signed by the trustees. 

Senator Dovetas. It had not been made over to Lancel Associates? 

Mr. Martineau. No. They weren’t in business at that time. They 
came into existence in the last 6 or 7 months. This was back in 1951. 

Senator Douctias. Mr. Cotter? 

Mr. Correr. We had subpenaed Victor D. Levitt, Jr., broker, First 
National Bank Building, Mount Vernon, N. Y., who I understand is a 
broker for both of your companies. 

Mr. Martineau. He is a broker for the Mutual Benefit. There are 
no brokers in life insurance. 

Mr. Correr. Thank you. As the chairman has stated, he has tele- 
graphed in to say he is sick, and I think you confirmed the state of his 
health. 

In a review of certain files we came across some claims that Mr. 
Levitt made out on his own illness—maybe the one that you referred 
to. If I am correct, he was administrator of two funds; was he not? 

Mr. Martineav. That is right. 

Mr. Correr. Local 445 Teamsters Welfare Fund, and the Anchor 
Motor Freight Corporation Fund. 

Mr. Martrneav. That is right. 

Mr. Corrrer. From the information we got from the files, he insured 
himself under both of these funds and then filed claims in identical 
amounts under each one of them, and I think that Mutual of Omaha 
balked at paying the claims, is that right? 

Mr. Ranpvatu. That is correct. 
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Senator Doveias. He not only submitted the claims but he ap- 
proved his claims? 

Mr. Ranpauu.. He submitted them, but we rejected them. 

Senator Dove.as. But he had given local approval ? 

Mr. Ranpan. The way it works actually is that he handles or he 
makes the claim draft out and also the claim blanks, and they come 
into our New York office for approval. 

Senator Douaias. You say you rejected them. Did you finally re- 
ject them? You rejected them initially, but did you finally reject 
them ? 

Mr. Ranpatuz. No. 

Senator Doveias. You paid them finally ? 

Mr. Ranpauu. That is correct. 

Senator Doveras. And they amounted to $2,306 ? 

Mr. Ranpaux. That I don’t know. 

Mr. Correr. That is our figure, $2,300. They are identical claims, 
each in the amount quoted ? 

Mr. Ranpauu. We paid it on the basis that the Anchor Motor 
Freight—we have a letter from the president of the Anchor Motor 
Freight indicating that he had been paying premiums on this man 
all the way through and considered him as a 

Senator Doveias. Did Mr. Levitt say that if the claim was not 
paid he would switch the insurance carrier ? 

Mr. Ranpau. He did not say it to me. 

Senator Dove.as. Did he say it to any member of your company? 

Mr. Ranpatu. Not that I know of. 

Mr. Correr. We came across a memorandum, dated August 23, 
from Mr. John Cook, of Companion, to Adams, of Mutual, New 
York regional office, of which this is the pertinent paragraph: 





Levitt tells me that he is going to pay the premium for August 1955 but unless 
he receives a Satisfactory letter concerning his eligibility as a fully covered 
individual under Mutual of Omaha’s policy he is going to make immediate ar- 
rangements to transfer this business to another carrier. If you have any ques- 
tions I shall be most happy to try to answer them. 

Was he in a sense putting a little bit of—well, let’s state it this 
way: He couldn’t have been a full-time employee for two different 
companies. Wasn’t that the position you took? 

Mr. Ranpautz. No. Our position was that he was administrator 
under the fund and it is our understanding that the administrator 
and the staff can’t insure themselves urider the plan they are 
administering. 

Senator Atxorr. I couldn’t hear the last part of that. 

Mr. Ranpatx. It is our understanding that an administrator and 
the staff cannot insure themselves under the plan that they are 
administering. 

Mr. Correr. He was doing a double? 

Mr. Ranpaui. That is right. 

Mr. Correr. He was also your broker and your agent? 

Mr. Martineau. That is right. 

Mr. Corrrer. How large was his business? 

Mr. Martineau. With Companion ? 

Mr. Corrrer. With both Companion and Mutual. 

Mr. Ranpaty. Well, he has two cases with us. 
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Mr. Martineau. He has two cases with us, and I think that they 
ran probably—— 

Mr. Correr. Would just one of you go at a time and give us the 
total—first Companion ? 

Mr. Martingav. With Companion Life he had approximately 
$15,000 or $20,000 worth of premiums. 

Mr. Correr. On an annual basis? 

Mr. Martineau. On an annual basis. 

Mr. Correr. Is that all? 

Mr. Martineau. That is all to the best of my recollection. 

Mr. Ranpatu. With us he has about $100,000 worth of business. 

Mr. Correr. Pardon ? 

Mr. Ranpa.i. About $100,000. 

Mr. Correr. Did you take that into consideration when you paid 
these claims ? 

Mr. Ranpa.y. No. 
me Correr. You didn’t feel he was taking advantage of his posi- 
tion ? 

Mr. Ranpauu. Insofar as I was concerned, no; primarily because 
there had been a previous letter written in February of 1953, I be- 
lieve, by the president of Anchor Motor Freight which apparently 
was alles or had not gotten into our files, indicating this man 
was supposed to have been insured under their plan. It was my feel- 
ing that as long as the commitment had been made prior to that time, 
we should honor the claim on it. I don’t believe 

Senator Doucias. You honored two claims, claims not only under 
Anchor Freight but under local 445 ? 

Mr. Ranpauy. That is not at all unusual, Senator. We have that 
happen every day in the case of dependents and employees, where 
two people are working at different organizations. The wife may be 
working and has her husband insur ed, and vice versa. 

Mr. Correr. But they are two individuals. This was double cover- 
age of the same person for the same period, was it not? Wasn’t that 
unique in that respect ? 

Mr. Martineav. No; there is nothing illegal or immoral or un- 
ethical about it. He can be insured with several groups at the same 
time and the law permits it. Asa matter of fact, he was insured with 
us for life insurance with one group for $3,000, the other group for 
$1,000, and that was under the direction of the employer. 

Mr. Correr. Will you produce the memorandum of August 23, 1955, 
so we can introduce it in the record and let it speak for itself. 


(The memorandum referred to was marked “Exhibit 99” and is as 
follows :) 





ExnHIsIt 99 


CoMPANION LIFE INSURANCE Co., 


August 23, 1955. 
To: Mr. William S. Adams, Jr. 


From: Mr. John 8. Cook. 
Subject: Local 445. 


Vie Levitt is back in town. His first question pertained to Al Randall’s reply 
to your letter which, if I remember correctly, went to Omaha 10 days or 2 weeks 
ago. On checking with your folks I am told that nothing has been received and 
I passed that word along to Vic. 

Levitt tells me that he is going to pay the premium for August 1955 but unless 
he receives a satisfactory letter concerning his eligibility as a fully covered indi- 
vidual under Mutual of Omaha’s policy he is going to make immediate arrange- 
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ments to transfer this business to another carrier. If you have any questions I 
shall be most happy to try to answer them. 

Mr. Corrrr. Mr. Martineau, we wanted to ask you about advance 
commissions. Your company apparently has paid John DeFeo in 
advance in the case of the carpenters welfare fund, and the cor- 
respondence reviewed for the period would indicate that such advances 
were paid up to and through _ seen 1955, on premiums that would 
be paid. Would you give us the circumstances of that? 

Mr. Martineau. All I can give you on that is that he asked for an 
advance on his commission, and I guess he was about a month ahead 
of us all the way through, up to now, and I think it balances off 
through the first of December. 

Mr. Correr. When was this last payment given ? 

Mr. Martrineav. I assume it was given in October. 

Mr. Corrrr. Pardon? 

Mr. Marrineav. I assume it was given in October for November’s 
advance premium. 

Mr. Correr. You don’t know whien ? 

Mr. Martineau. The date? 

Mr. Correr. Didn’t we subpena that ? 

Mr. Martineau. Yes; I have got it all here. 

Mr. Correr. I will let you keep that so you can furnish the in- 
formation to us. When did you send him the last check for advance 
commission ? 

Mr. Martineau. From the record here, it was on September 22, 
1955. 

Mr. Corrrer. How much was that commission ? 

Mr. Martrveav. $1,049.02. 

Mr. Correr. And how is it transmitted to Mr. DeFeo? 

Mr. Martineau. It is sent by mail to the Cardinal Agency, in care 
of Lancel Associates, Inc., 271 Madison Avenue, New York, N. Y. 

Gentlemen: Enclosed herewith is our check in the amount of $1,049.02. This 
represents an advance on the December premium. 

Mr. Correr. Is Cardinal the same as Lancel, and is DeFeo both 
Lancel and Cardinal? 

Mr. Martingav. No. As far as I know, Lancel is now servicing 
some of Cardinal’s risks. 

Mr. Correr. Why would you send DeFeo’s advance commissions 
to Lancel? 

Mr. Martineau. Because some time ago Mr. DeFeo said that Lancel 
was servicing his business, and to send the checks to them. So I 
make the checks payable to Cardinal Agency and merely forward 
them to the Lancel Associates, who are servicing the business. 

Mr. Cortrer. When did he tell you that? 

Mr. Martineau. Well 

Mr. Correr. How long have you been doing it? 

Mr. Martineau. I would say from my records here that it was 
sometime in June of 1955, because all of the other checks were made 
payable to Cardinal Agency and were addressed to him or to the 
Cardinal Agency at—I think the address is 149 Broadway, New York 
City. 

Mr. Correr. Do you have an assignment from DeFeo? 

Mr. Marttnzav. I have no assignment from DeFeo because I still 
make the checks payable to the Cardinal agency. 
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Mr. Correr. a is 

Mr. Martineau. Cardinal is still in business, still a corporation 
in the State of New York, and as far as I am concerned, they are 
still the brokers on the risk. Lancel is merely servicing the business 
for them. 

Mr. Correr. I think there is another memo in your file dated May 
5, 1954 to you from Mr. Cook, saying that DeFeo is in desperate 
need of money and wants advance commissions. Is that the reason 
this practice was originally initiated ? 

Mr. Martineau. You want me to talk from hearsay ? 

Mr. Correr. Well 

Mr. Martineau. [ have to give you what I got from Mr. Cook. I 
didn’t talk to Mr. DeFeo directly, so it is hearsay between Mr. Cook 
and myself. 

Mr. Correr. We just want you to tell us what you knew about it. 

Mr. Martineav. All I know is I got the memo from Mr. Cook, 
and he—and I said, “What is this business?” And he says, “If you 
tell Walter you are desperate, maybe he will give you a little faster 
action.” Sometimes he would ask for his check and not get it until 
the middle of the month. 

Senator Attorr. Mr. Martineau, it may be true that part of this 
is hearsay, but the policy of paying advance commissions is not hear- 
say. That was a decision—— 

Mr. Martineau. The policy of paying advance commissions is not 
hearsay. There is nothing wrong with paying advance commissions, 
and I did pay them a month or two in advance. 

Senator AtLorr. Was that decision made by you? 

Mr. Martineau. Yes, sir. 

Senator Atiotr. Why was that policy initiated in the first place? 

Mr. Martineau. The only reason I can tell you is that he told me 
at one time that he would like his next month’s commission. He needed 
it. SoTI paid it to him. 

Senator Atnorr. Do you think generally that is in accord with 
good insurance practice? 

Mr. Martrneav. I think it is done. 

Senator Axorr. I didn’t ask you whether it was done. I asked 
you whether you think it is a good practice. 

Mr. Martineau. Is ita erood practice ? 

Senator Axiorr. Yes. 

Mr. Martrneav. I can’t say. 

Senator Anxorr. In other words, what you a doing is loaning 
insurance company funds by doing that, aren’t you ? 

Mr. Martineau. No. Group insurance is a term contract for 1 
year, subject to renewal at the end of the year, so I know he is en- 
titled to his commission throughout the term of that contract. I would 
never pay him beyond the contract year. 

Senator Atiorr. Of course there isn’t anything either, to prevent 
them from not paying premiums. The union-employer relationship 
might change to such extent that they might decide overnight not to 
continue paying premiums. 

Mr. Martineau. That is true, Senator, but they couldn’t very well 

cancel out a risk after it had been in existence for several years be- 
cause of the fact that we set up reserves, and we have reduced the rate 
because of the experience developed on that particular risk. Under the 











: 
. 
. 
. 
) 
. 
‘ 
: 





WELFARE AND PENSION PLANS INVESTIGATION 22. 
laws of the State of New York, any new carrier who would come 
in to take that risk would have to bid on that risk at the minimum 
rate prescribed by the laws of the State of New York. 

The second year, if the experience is good, you can reduce the pre- 
mium, and you can reduce it the third year, because of the experience, 
and the experience was good and we reduced the rate on this so that 
any other company, to come in, would have to bid on it under the 
minimum rates prescribed by the State of New York. 

Senator ALtorr. Which would be in excess of your premium ¢ 

Mr. Martineau. Which would be in excess of our rate, and our 
premium. So there was no danger, and I could see no reason, if the 
individual needed a commission advance, not to give it to him. Fur- 
thermore, sometimes, while the trustees paid the premium on the 
first of the month, we didn’t get our premium sometimes until the LOth 
or 12th of the month, due to the fact that it was a joint billing. So 
I would advance it to him before we got our actual money, but I knew 
it was good, so I don’t see anything wrong about the practice. 

Mr. Correr. I have just one more question, Mr. Randall. If I 
understand correctly, this incremental service fee schedule is still in 
effect in certain cases ¢ 

Mr. Ranpau. | believe one. 

Mr. Correr. Only one? 

Mr. Ranpatt. I believe that is all. 

Mr. Correr. Only one / 

Mr. Ranpauu. To the best of my knowledge. 

Mr. Correr. In what case is that / 

Mr. Ranpauw. I can’t think of the name of it—1125 is our group 
number on it. 

Mr. Correr. Who is your agent, Cardinal ? 

Mr. Ranpa. I believe Corcillo is the agent on it, Mr. Alphonse 
Corcillo. 

Mr. Correr. Alcor? 

Mr. Ranpatu. No; Alphonse Corcillo. 

Mr. Correr. Why is that still in effect ? 

_ Mr. Ranpary. Well, actually, we just haven’t got around to chang- 
ing it. 

Mr. Correr. Are you bound by contract to keep it ? 

Mr. Ranpatu. Pretty much so. 

Mr. Correr. You say pretty much ? 

Mr. Ranpaty. Weare. They have acontract. 

Mr. Correr. How old is your contract 4 

Mr. Ranpatu. About 3 years old. 

Mr. Correr. Why is this the only one? 

Mr. Ranpauy. Because I have changed all the rest. 

Mr. Correr. The contracts on all the rest expired ? 

Mr. Ranpaty. No; they haven’t expired. We have rewritten the 
cases or canceled the cases. On this particular case that I am talking 
about, our oo dividend formula would produce just about the 
same type of final retention on the thing. 

Mr. Correr. What is it in this case? What is the total amount in 
commissions and fees? 

Mr. Ranpa. The total premium runs about $20,000. I don’t re- 
call the commissions and fees. 
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Mr. Correr. Now, you have a group of cases with the Anaconda 
Copper Co. as policyholder; is that right? 

Mr. Ranpatu. No. The unions are the policyholders. 

Mr. Correr. The unions of Anaconda Copper? 

Mr. Ranpauu. Yes, sir; it covers the union members who are em- 
ployees of Anaconda Copper. 

Mr. Correr. What do those premiums aggregate annually, roughly ? 

Mr. Ranpauy. Roughly between $400,000 and $500,000. 

Mr. Correr. Why is the Phillipsburg group in this overall group 
considered as a separate group for commission purposes ? 

Mr. Ranpatt. Primarily because they were not written at the 
same time the primary group was written. It was written about— 
well, it was just written last year. 

Mr. Corrrer. They were treated as new business? 

Mr. Ranpautu. They were treated as new business because the 
agents went up and did the entire work on the case and we felt they 
deserved the commission. 

Mr. Correr. Do you know how this group of cases was obtained 
originally ? 

Mr. Ranpauy. Well, we originally had them back in 1942 or 1943, 
according to the records. That is prior to the time when I went 
to work for the company. 

Mr. Correr. As group business? 

Mr. Ranpautyi. Yes. Then we lost it for a certain period of time, 
and we regained the cases about 1952. I can find the exact date if 
you want it. 

Mr. Correr. No. That doesn’t make too much difference. 

Mr. Ranpatu. We did it on a competitive bid. 

Mr. Correr. You were not the low bidder? 

Mr. Ranpati. I can’t say that for certain. 

Mr. Correr. I think we have a letter on that. 

Mr. Ranpatyi. You have a letter in there from one of our represen- 
tatives, but I don’t know. That is the information you get. Whether 
vou are low bidder or not, I don’t think anybody ever knows, especially 
on a sealed bid basis. 

Senator Atxorr. You are talking about when you got the business 
back, not in the original instance ? 

Mr. Ranpatu. Yes, sir. 

Mr. Correr. This letter is to Mr. Vincent Anderson, Butte, Mont. 
Who would he be? 

Mr. Ranpauu. Our general agent in Butte; manager. 

Mr. Correr. And from C. G. Coffey ? 

Mr. Ranpautw. He is a former representative with us. 

Mr. Correr. The letter is dated July 7, 1953, and reads in part: 

Mr. Skutt called me the other day and asked me to what I attributed our 
success in getting this group in Butte, and I told him it was nothing but the 
excellent service that your office gave in connection with the present group and 
the personal contacts that you had made with the various officials of the union. 
I also pointed out to him that we were not the low bidder on the case. 

Mr. Ranpauu. I think good service gets the business as well as a good 
competitive price. At this time the union made their entire decision 
by themselves. That was the Senator’s question. 

Mr. Correr. Does Anderson get a brokerage commission or just an 
override? 
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Mr. Ranpauu. He gets a general agent’s override. 

Senator Doveias. How much is that ¢ 

Mr. Ranpau. Five percent graded the first year, and 2 percent 
graded on renewal, decremental. 

Mr. Correrr. Does the service fee go up? 

Mr. Ranpvauu. Decremental, not incremental. 

Mr. Correr. Is there anybody else on this group of business getting 
a service fee or commission ¢ 

Mr. Ranpauu. The consultant for the union, Mr. Paul Pinsky, gets 
one-half of 1 percent as a service fee. 

Senator Dove.as. Isn’t it somewhat unusual for the insurance con- 
sultant to a union, who presumably has something to do with the 
union’s decision as to where to place the insurance, to receive a fee 
from the insurance company with which the insurance is placed? Isn’t 
that a case of a man representing adverse interests ¢ 

Mr. Ranpaui, In my opinion, or in our opinion, we do not feel 
that it is contrary to the normal practice for a man to receive a con- 
sultant fee. 

Senator Dove.as. You mean that it is normal practice— 

Mr. Ranpauu. As we understand it, he is consultant for the union 
based on the consulting fees he gains from the various cases. He is not 
paid by the union. That is our understanding. 

Mr. Correr. What is that? 

Mr. Ranpauu. We understand he is not paid by the union. I might 
also state—I am not carrying a torch for Mr. Pinsky, but he has done 
a tremendous amount of good for us out there as well as for the policy y- 
holders. 

Mr. Correr. You are talking about this policy ¢ 

Mr. Ranpauw. That is correct. I am talking only about the Ana- 
conda. Whatever relationships he has with any other cases, I have 
no knowledge of. 

Mr. Correr. There is a letter in your files with respect to Mr. Pinsky, 
dated December 6, 1954, to Mr. Vincent Anderson, your agent there, 
from you, Mr. Randall, in which you say: 

At the present time we are paying a full agent of record commission and the 
full managers overwrite as well as all expenses of the group administration in 
Butte, Mont. In view of the fact that we did not plan on this expense when 
bidding our retention factor and that it was necessary to allow a fee in order to 
retain the business for you, we know you will feel an adjustment in the com- 
mission presently being paid is in order. 

Now, I think your agent wrote back and said he didn’t think so; is 
that right ? 

Mr. Ranpauw. That is right. 

Mr. Correr. And that—— 

Mr. Ranpauxz. That is the agent of record you are talking about ? 

Mr. Correr. Yes; and so you took this fee of Pinsky’s in ‘addition 
out of the premium ¢ 

Mr. Ranpatxt. No. We quoted him a certain retention on an esti- 
mated basis, and you will find that that retention has not varied. 

Mr. Correr. It is against the law to guarantee a retention, isn’t it? 

Mr. Ranpa.u. No; not at that time. We hada rider approved in the 
State of New York whereby we could, under our retrospective rating 
rider, guarantee a retention. 
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Mr. Correr. Does that mean when you guarantee a retention you 
would not pay a retroactive rating refund, even though the claims 
experience warranted it? 

Mr. Ranpautn. Oh, no. We paid it. We would say that our reten- 
tion was, for instance, 10 percent for a certain size case, which formula 
Was given to your people when they were in our office. Since that 
time I might state that that has been withdrawn, and we are presently 
on a dividend formula similar to that of any other company, or 
comparable to any other company, where we do not guarantee it. But 
at this time we said that we would estimate our retention to be 10 
percent or so. I don’t recall what it was, and by reason of the fact 
that we had stated 10 percent, we took the one-half of 1 percent 
which was paid to Mr. Pinsky and paid it out of our portion of the 
retention, on the assumption that he was performing duties that 
would normally be performed by us, and he is doing it. He travels 
from San Francisco to Butte, Mont., four times a year. 

Mr. Corter. I wonder if this letter isn’t somewhat revealing as 
to why it was agreed to pay this retention. To continue, Mr. Chair- 
man, may we introduce the whole letter into the record? 

Senator Dovetas. Yes. It will be checked, of course. 

(The letter referred to was marked “Exhibit 100” and is as follows :) 


ExHtstr 100 
DECEMBER 6, 1954. 
Subject: Master Policies GMB-1284, GMB-1285, GMB-1286, GMB-—1287., 
Mr. VINCENT ANDERSON, 
Great Falls, Mont. 

DearR VINCE: You are no doubt as pleased with the outcome of the Anaconda 
Copper case as we are here in the home office. We have obtained what is felt 
to be the proper rate increase to give us a fighting chance on this case for the 
coming contract year and wish to pass on to you the thanks of Don Whitney and 
John Pothen for the help given them. 

As you probably know, it was necessary to agree to pay a service fee to Paul 
Pinsky of San Francisco who is the union insurance representative to help in 
the control of claims. This is normally a function of the agent or agents of 
record on the case. In view of the fact that the present agents of record on 
this case are not performing this particular function, this was necessary. At 
the present time we are paying a full agent of record commission and the full 
managers overwrite as well as all expenses of the group administration in Butte, 
Mont. In view of the fact that we did not plan on this expense when bidding 
our retention factor and that it was necessary to allow a fee in order to retain 
the business for you, we know you will feel an adjustment in the commission 
presently being paid is in order. 

The amount being paid to Mr. Pinsky is one-half of 1 percent, and I would 
sincerely appreciate your writing me immediately as to where the reductions 
in commissions are to be reflected in order that we may have sufficient funds 
from current premiums to pay this service fee. 

We sincerely feel that it was necessary to pay the service fee in order to 
renew the case for your territory and know that as always you will be entirely 
fair in your evaluation of our request in this matter. 

Yours sincerely, 
A. W. RANDALL, 
, Manager, Group Department. 
Mr. Correr (reading) : 


We sincerely feel that it was necessary to pay the service fee— 


I guess that is to Mr. Pinsky. 
Mr. Ranpatt. Yes. 





er ae 


oe 





[2 
iG 
bi 


eae 











WELFARE AND 





ENSION 





P PLANS INVESTIGATION 


Mr, Correr (continuing) 


In order to renew the case for your territory and know that as always you will 
be entirely fair in your evaluation of our request in this matter 

Was Mr. Pinsky controlling this business ¢ 

Mr. Ranpvauu. No. We had to have some control out there because 
of the fact that we do not have enrollment features. We do not have 
enrollment cooperation with the company, and Mr. Pinsky had a con 
tact with the union whereby he could get better cooperation on the 
administration of the plan, rather than control of the plan. Ilowever, 
he was appointed as consultant by the union, and the international 
representative, Mr. Salarus, indicated that Mr. Pinsky would be in 
on the final determination of the case. However, that had nothing 
whatsoever to do with our paying him one-half of 1 percent, 

Mr. Correr. Was this rather unfortunate language, then ¢ 

Mr. Ranvaty. | think if you read the entire tile on the thing that 
would be clarified. 

Mr. Correr (reading) : 

We sincerely feel it was necessary to pay the service fee in order to renew the 
case for your territory. 

Mr. RAnpALL. You see, part of the renewal consideration was an 
increase in participation on the group. We had less than 56 percent 
on the group whereas, as you gentlemen probably know, you cE ave to 
have considerably more participation in order to come out on a group 
risk. 

Mr. Correr. Where does Mr. Pinsky live ¢ 

Mr. Ranpva.L. San Francisco. 

Mr. Correr. Where is this business written / 

Mr. RANDALL. Butte, Mont. Sut he did get the cooperation of the 
union in getting these people to sign up new employees as they come 
in. They have some 15 per day, new people. We found out we were 
getting two per day enrolled under the plan, so that as a result Mr. 
Pinsky asked the union for cooperation and got it, and we are getting 
good enrollment now. 

Mr. Corrrer. What union is this? 

Mr. RAnvaALu. There are several unions involyed. Do you want to 
know_them all? 

Mr. Correr. I don’t mean the total numbers, but what union / 

Mr. Ranpautx. Mine, Mill and Smeltering, and then we have the 
crafts insured. 

Mr. Correr. With what unions was Mr. Pinsky connected / 

Mr. Ranpauu. Mine, Mill, and Smeltering. 

Mr. Correr. That is all. 

Senator Dove.as. Senator Allott? 

Senator AtLorr. Only one thing: With respect to the letter about 
which I talked this morning, I said that I felt we should have the 
letter rather than our staff's comments on what the letter contained. 
Would it be possible for you to check with your office today and see 

if they can find that letter, and can you get a transcription of it 
immediately for us? * 

Mr. Ranpauy. How about a photostat? 

Senator Auxorr. All right. 

Senator Doueias. We will recess until 2 o’clock. 


1 The letter referred to appears on pp. 1214—1215 supra. 
62033—56—pt. 326 
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Before we do that, I think the chairman, in justice, should make 
a brief statement that the record should show that most of the acts 
discussed in connection with Mutual of Omaha were done prior to the 
time that Mr. Randall was placed in charge of the group Lasentianat, 
and that he therefore for the major part of his testimony, if not for 
all of his testimony, was called on to testify about acts which occurred 

rior to his assuming control of the group department. I say that 
ecause it seems to me it is an act of simple justice to make the record 
clear. 

Mr. Correr. I think, Mr. Chairman, you might also suggest that it 
is very difficult for a company to be brought in and asked about specific 
things without giving the whole bac ‘kground : that, if they care to at 
a later time, they can insert whatever they feel should be in the record 
to clarify the picture. 

Senator Douctas. That is right. You have the right of making 
supplementary statements for the record. 

Mr. Ranpauu. Then we can get copies of the testimony ¢ 

Mr. Correr. Yes. 

Senator Dove as. Thank you very much, gentlemen. 

Mr. Martineau. Are we through for the day ? 

Senator Doucias. You are excused. 

Mr. Corrrer. Before you leave, we would like you to review the pa- 
pers you brought in with you to see if there is anything we don’t 
have that you have. 

Senator Dovéias. This afternoon we will take up the series of wit- 
nesses connected with the Washington National Insurance Co. We 
will try to meet at 2 o’clock. 

(Whereupon, at 1:10 p. m., the committee recessed until 2 p. m.) 


AFTERNOON SESSION 


(The subcommittee reconvened at 2 p. m., Senator Paul H. Douglas 
presiding. ) 

Senator Doveétas. The hour of 2 o'clock having arrived, the com- 
mittee will come to order. 

The case we are going to consider this afternoon is that of the 
Washington Nation: il Insurance Co., 16: 30 Chicago Avenue, Evanston, 
Il. The procedure which we will follow will be to ask Mr. Blake 
‘Turner, investigator for the subcommittee staff, to take the stand and 
be sworn, and to make his statement. The representatives of Wash- 
ington National and others who have been subpenaed may locate 
themselves in any place where they can hear Mr. Turner’s testimony. 

Mr. Turner, would you give your name and address ? 

Mr. Turner. My name is Blake Turner. I live in Alexandria, 
Va. 

Senator Doveias. You are an investigator for the Senate Subcom- 
inittee on Welfare and Pension Funds? 

Mr. Turner. Yes. 

Senator Doveras. Will you raise your right hand, Mr. Turner ? 

Do you solemnly swear, or affirm, that the testimony which you are 
about to give is the truth, the whole truth, and nothing but the truth, 
co help you God ? 

Mr. Turner. I do. 

Senator Doveras. Will you proceed, Mr. Turner, in your own 
manner ? 
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TESTIMONY OF BLAKE E. TURNER, INVESTIGATOR, SUBCOMMIT- 
TEE ON WELFARE AND PENSION FUNDS 


Mr. Turner. Among those companies to which the subcommittee 
submitted questionnaires last year was the Washington National 
Insurance Co., of Evanston, Lil. 

We made a tabulation of the questionnaires which we received from 
these companies, and one of the tabulations was made on policies 
issued to union welfare funds, or similar cases, during the years 1951 
and 1952. An analysis of that information reflected that Washington 
National, along with several other companies, exceeded the average 
of other carriers with respect to commissions paid, fees paid, and 
amount of insurance-company retention. This was on the basis of 
31 cases which that company issued in 1951-52. 

To try to determine what lay back of this, we contacted compan) 
officials in Evanston, Ill., in September and early October. We dealt 
with Mr. Theodore Heckel, vice president in charge of the group 
department of the company; Mr. Ralph ©. Knoblock, the second vice 
president in charge of the industrial group division; Mr. Cyril D. 
Smith, one of the group-agency supervisors; and Mr, Burton Sears, 
counsel for the company. 

I would like to state that these officials were extremely cooperative 
and showed no hesitancy in giving us whatever information we 
requested. 

We determined at the outset in an interview with Mr. Smith and 
Mr. Sears that this company did not make a practice of guaranteeing 
a return to its group policyholders in industrial-group cases. How- 
ever, the company a have what they call a bonus formula, which 
anticipates a return of a portion of the premium in a group case in 
which experience is favorable enough that they can do so. 

Mr. Smith told us that in the cases which the company had sub 
mitted to this subcommittee, in questionnaire form, most of which 
were in the 1949 to 1952 period, the company had made no guaranties 
of any sort to the policyholders involved, which may in part account 
for the high retention picture. He stated, however, that, as I ex- 
plained before, these cases which are now in existence come under the 
company’s normal bonus return formula. 

We found at the outset that the questionnaires submitted by the 
po. gm were somewhat inaccurate. In one case we located a divi- 
dend which according to the file had been paid on a particular case 
which had not been listed on the questionnaire submitted by the com- 
pany. 

Senator Doucias. How much did that amount to? 

Mr. Turner. That amounted, sir, as I recall, to a little over $500 in 
that particular case, which, of course, would throw the retention 
picture off in disadvantage to the company. It was agreed then that 
the company would resubmit new questionnaires based on a further 
review of their files. 

We then proceeded to review a number of individual case files to 
determine how the company handled its industrial group business. 

The company has what it calls a standard commission agreement 
which is based on a 20-percent first-year decremental scale, and a 
5-percent decremental scale for 9 succeeding renewal years. Until 2 
years ago, we were informed, this commission scale was applied to 
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separate individual coverages within each policy. That is, group life, 
accident and health, surgic: al , hospitalization, and so forth. However, 
about 2 years ago the company discontinued that practice, and now 
pa ays a separate commission on life-insurance coverage, but they com- 
yine all casualty coverages for commission computation purposes. 
However, on the business which remains on their books dating back 
beyond 2 years, which they estimate at some 70 percent, the former 
practice is still in effect. 

The company also pays overriding commissions or service fees to its 
general agents in cases brought to the company by brokers but origi- 
nally developed by those general agents. 

Mr. Correr. § say that again, Mr. "Turner. 

Mr. Turner. The company pays service fees, as they call them, or 
overriding commissions to a general agent on cases brought to the 
company by a broker but originally developed by that general agent. 
This is on a 214-percent decremental first-year scale, and a 1-percent 
decremental scale for 9 renewal years. 

We did find that in some instances the company departed from this 
so-called standard commission agreement. For example, one broker in 
Newark, N. J., Mr. Harry D. Epstein, receives a 5-percent flat renewal 
commission in all cases in which he is a broker. In another case in- 
volving a west coast broker, named Earl Liever, the commission was 
revised from a 5-percent renewal to a 5-percent flat renewal. I am 
sorry, I should say from a 5-percent graded renewal to a 5-percent 
flat renewal. 

In one case, according to the company’s files, the payment of a 
5-percent straight commission, as opposed to a 5- percent graded com- 
mission, resulted in extra commission to the broker of $1,415.36 in 
1 year. 

‘We encountered another case which involves 17 separate employ- 
ers who contribute to an insurance program covering one union. For 
commission purposes, the company pays separate commissions on 

each separate employer unit in that case although the master policy 
is issued to the union. I might point out in that connection that the 
17 different employer units do have different coverages, different 
premium rates, and some of them came into the program on different 
dates. 

Mr. Corrrr. Do they fall into that 70 percent of the business in 
which they are all computed on each separate coverage ? 

Mr. Turner. That is right. We encountered one case in which at 
the time it was written an agreement was made between the insurance 
company and the broker—in that case, there were two co-brokers— 
that a first-year commission of 15 percent graded rather than the 
usual 20 would be paid, and a 5 percent gr ‘aded renewal would be 
paid, with the provision that if the experience proved satisfactory, the 
commission would be revised at the end of the insurance year, the 
first policy anniversary date, to a 20 percent graded 5 percent graded 
scale. In that particular case, the experience did prove satisfactory, 
and the commission arrangement was revised. In addition, the 5 
percent graded scale which was originally agreed to was changed to 
a 5 percent flat renewal commission on that case. 

Mr. Correr. Contingent upon the first year’s experience ? 

Mr. TurRNER. Right. 

Mr. Correr. Who was this agent ? 
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Mr. Turner. This agent was Ear] Liever of Los Altos, Calif.: 
and the extra payment was made, according to the file, because of 
the extra amount of service Mr. Liever performed in that particular 
case. In that same case, incidentally, the file reflected that the com- 
pany considered making a sizable mortgage loan to the union which 
was insured under the program for the purpose of building a new 
union office building. We were informed that subsequently such a 
mortgage loan was made, but that it was made strictly on its own 
merits, and had absolutely nothing to do with the insurance program. 

Mr. Correr. Was it made contemporaneously with the taking over 
of this policy originally ? 

Mr. Turner. No, sir. 

Mr. Corrrer. How long had the policy y been running before the 
mortgage commitment / 

Mr. Turner. I don’t have the exact figures available. 

Mr. Correr. Approximately. 

Mr. Turner. I would say probably a year—possibly more than a 
year. We encountered three cases on which, according to the Wash- 
ington National files, the company had computed dividends which 
were payable to the union group. They set aside a portion of the 
computed dividend, however, as a so- called reserve in antic ipation 
that the broker in these cases would ask for revised commission 
arrangements. The files reflected that he did not make any such 
request and these so-called reserves, according to the files, were allo- 
cated as future bonus credits to the group. 

Mr. Correr. And paid? 

Mr. Turner. As far as we could determine, they were paid. 

We found that this company pays what it calls administrative fees 
to various individuals in cases involving Harry Epstein, broker, of 
Newark, and that these individuals are identified elsewhere in the 
files pertaining to these cases as union officials. 

Senator Dovcias. Would you mention the names of some of these, 
Mr. Turner, and the approximate amounts paid to each 

Mr. Turner. If you will give me a moment, Senator, I will try to 
answer that. I have here a letter from the Washington National 
Insurance Co., which they wrote at our request, dated November 21, 
1955. We asked for a complete list of administrators by name and 
union identity in cases involving Mr. Epstein. 

Senator Doveias. And did you ask for amounts ? 

Mr. Turner. Yes, sir. The names are Anthony Festa, who, accord- 
ing to the letter, received an administrative fee of $240.13 for the 
period, as I interpret this letter, of July 1, 1951 to July 1, 1952; Mr. 
J. Clarino—— 

Senator Dovenas. What union are they connected with ? 

Mr. Turner. Mr. Festa and this next gentleman are connected with 
the Federal Labor Union Local 23827, Hoboken, N. J. This Clarino 
received—I don’t have an aggregate amount—three checks listed here 
of $110.88, $399.98, $143.24 from July 1, 1952, through July 1, 1954. 
There are quite a number of these, Senator. Shall I read them all? 

Senator Dovetas. I wonder if they could be made a part of the 
wecord at this point. I will look them over and perhaps you will 
be able to comment on 1 or 2. In general, what were these adminis- 
trative fees supposed to be for? 

(The letter containing the figures referred to was marked “Exhibit 
101” and is as follows:) 
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Exuisit 101 


WASHINGTON NATIONAL INSURANCE Co., 
Evanston, Ill., November 21, 1955. 
Mr. Pauw J. CorTTer, 
Chief Counsel, Subcommittee on Labor and Public Welfare 
Washington, D. C. 

DeAR Mr. Corres: As requested in your letter of November 7, 1955, we are 
furnishing you with the additional data needed by your office in order to com- 
plete its work regarding union welfare programs insured with the Washington 
National Insurance Co. It was specifically requested that details on the wel- 
fare programs written through the offices of Mr. Harry Epstein, Newark, N. J., 
and Dash & Love, in Philadelphia, be given to you. The information requested 
is given below and is set up so that the answers to your questions are in the same 
order as presented in your letter of November 7. 


1. Total commissions paid to Harry Epstein in all cases 
handled by this company on which he is writing 
agent, past as well as present business___..__.___.__--___-----_- $48, 414. 44 
2. Total premium represented in 1 above____-------- $510, 505. 54 
3. Total paid to Epstein under the 10 percent “claims 
handling fee’ on all cases, current and past, to- 
gether with total premium if the latter figure varies 
Is I a 8 a a  mncsabied 12, 732. 02 
4. A complete list of “administrators” by name, includ- 
ing name of group for which they are receiving an 
administrative fee, in cases on which Epstein is the 
writing agent. Include the amount of money paid 
them under the arrangement together with the per- 
centage of premium on which the payment is based. 
See attached. 
5. Total commissions paid Dash & Love in all cases 
handled by your company on which this firm is or 
was the writing agency. (Include past as well as 
I winstediimnigbelqabiensin 42, 559. 79 
. Total premium represented in 5 wae | 481, 201. 7 
. Total paid Dash & Love under the 10 percent “claims 
handling fee” or “administrative fee” arrangement 
on all cases, current and past, together with the total 
premium, if the latter figure varies from item 6--_____-_____-_~-_- 22, 448. 25 


1 > 


You may note that the totals shown for premiums, commissions, claim handling 
fees and administration fees will be slightly different than those given on each 
individual form previously submitted. These differences are due to the fact 
that additional premiums have been received and processed since the individual 
forms were prepared and forwarded to you. 

Regarding the services of doctors by our company, it is true that all insurance 
companies, in accordance with policy provisions, reserve the right to examine an 
insured, through a physician other than the one attending the insured, at rea- 
sonable periods of time when it appears that an insured may be malingering. 
You have asked about two doctors, Dr. Irvin Hermann of Philadelphia, and 
Dr. T. E. Cohen of Newark. 

Fees for the examinations conducted by these doctors are paid by the Wash- 
ington National Insurance Co. The fees are not charged in any way against 
the experience of the company. An examination fee is $7.50. 

In checking with our claim department regarding the fees paid to the doctors, 
it has been found that during the past year Dr. Hermann received payment for 
only one examination, while Dr. Cohen made 64 examinations. The former 
handled the Philadelphia examinations while the latter took care of the examin- 
ations made in Newark. 

We are sorry that we cannot give you details beyond the current year for 
payments made to these doctors, as such records are not maintained by our 
claim department excepting for a period of 1 year. 

We sincerely trust that the information contained in this letter will enable 
you to complete vour study pertaining to welfare programs and union groups 
underwritten by the Washington National Insurance Co. 

Very truly yours, 


Cyrit D. Smit, Agency Supervisor. 





Aram Raat aise Sissi 
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Harry Epstein cases—Percentage of premium paid out as administrative fee to 
the following is 0.04762 


Administra- 








Name of group Administrator stom fon Period 
Federal Labor Union, Local 23827.....| Anthony Festa $240.13 ) ; E * 
| J. Clarino 110.88 |f July 1,1951-July 1, 1982 
do... 399. OR July 1,1952-July 1, 1053 
do_. 143. 24 July 1,1953-July 1,195 
Hotel, Restaurant, Bartenders 570..___| a. Braverman 176. 66 Nov. 1,1952-Noy. 1, 1953 
.40.... 144. 83 Nov. 1,1953-Nov. 1,105 
| do 50. 37 Nov. 1,1954-Nov. 1, 1955 
Benart, Inc., employees of... _-. 3; Cooteagaine “ — } Oct. 1,1953-Oct. 1, 1954 
do__.. 21.70 Oct. 1,1954-Oct. 1, 1955 
Genera] Aluminum Window Co.. 5s a 68.19 Feb. 1,1955-Nov. 1, 1955 
— Seal Aluminum Manufacturing ‘.. 18. 87 Feb. 1,1955-Oct. 1, 1955 
Arlite Industries, Inc. aie cae ; 11.15 June 1,1955-Dec. 1, 1955 
Automatic Coin & Vending We. - | Drew Galland 256. 30 July 1,1951-July 1,195 2 
do... 275. GS July 1,1952-July 1, 1053 
do. . 308. 84 July 1,1953-July 1, 1984 
ae _ 324. 92 July 1,19%-July 1, 1955 
a ie 84. 60 July 1,1955-Oct 1, 1955 
United Bakery, Confectionery and | A. Aurema 2, 208. 61 June 15,1951-July 1, 1952 
Cannery Workers Union. | G, Braverman. 2, 351. 65 July 1,1952-July 1, 1953 
| Aurema & Braver- 1, 956. 86 ] 
man. July 1,1953-July 1,19 
a Sn 699. 10 j 
ee ieee 2, 854. 36 July 1,195%4-—July 1, 1955 
ae seis 236. 34 July 1,1955-Aug. 1, 1955 
Trustees of Electrical Industries... Frank Truatt- | 695.26; Feb. 1,1953-Feb. 1,1954 
cae 693. 58 Feb. 1,1954-Feb. 1, 1955 
|--- sc 458.01 | Feb. 1,1955-Sept. 1, 1955 
¢ ‘ traf 72 © 
Brach Manufacturing Co- ttn... | ty » \ Aug. 1,1953-Aug. 1.1984 
do. 370. 02 Aug. 1,1954-Aug. 1, 1955 
do £9.91 | Aug. 1,1955-Nov. 1, 1955 
Torsion Balance Co___-_--. | J. Grafagnino 347. 02 Mar. 16,1953-Mar. 1,19§4 
do__. a 66. 96 |) 195 an 
D. Tripode____- 231.12 |f Mar. 1,1064-Mar. 1,19 
iia, De Ba | 163. 23 Mar. 1,1955-Oct. 1, 1955 
Charles Beseler, employees of.........| J. Biancardi___...__-| 333.19 Apr. 1,1952-Apr. 1, 1953 
$0B i624 237.54 | Apr. 1,1953-Apr. 1,1954 
United Cigar Workers Local 302. - - psec 504.20 | Feb. 15,1954—Mar. 1, 1955 
coined woadedl 218. 90 Mar. 1,1955-Nov. 1, 1955 
Button and Novelty Workers Union._| D. Tripode...._..._-| 191.86 | Feb. 1,1954-Feb. 1, 1955 
ieee dk | 141. 37 | Feb. 1,1955-Oct. 1, 1955 
OE hicks bisclesentceieacegts Goh Nhid viterembvund ociueis | —- 18, 187. 50 | 





Mr. Turner. We were advised that these fees were paid for actual 
services rendered by these administrators, particularly in the job 
of enrolling new group clients in insurance programs covering these 
unions and in union contact work. That is, explaining the benefits 
program involved in that particular insurance policy. 

Senator Dove.as. Did théee men pay the benefits themselves ? 

Mr. Turner. Did they pay the benefits themselves? 

Senator Dovctas. Yes. 

Mr. Turner. No, sir. The claims were paid, in Mr. Epstein’s cases, 
by Mr. Epstein. 

Senator Doveras. And these are all Epstein cases? 

Mr. Turner. Yes, sir; they are. 

Senator Dovatas. Then they were all located in and around 
Newark ? 

Mr. Turner. Right. There is one case there, Senator—— 

Senator Dovatas. In the case of United Bakery, Confectionery, 
and Cannery Workers Union, a fee of $2,208.61 was paid to Mr. A: 
Aurema for services from the 15th of June 1951 to the Ist of July 
1952; a check to Mr. G. Braverman of $2,351.65 for substantially 
the same job; then two checks to Aurema and Braverman of $1,956.86 
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and $699.10 for the following year; and two checks to the same in- 
dividuals, one for $2,854.36 for July 1, 1954, to July 1, 1955, and 
one for $236.34 for the month of July 1955, running at the rate of 
around $230 a month. 

The total of these administrative fees paid on the Epstein cases 
amounted to $18,187.50. Is that substantially accurate ? 

Mr. Turner. Yes, sir; that is right. 

Senator Doveras. And the total commissions paid to Mr. Harry 
Epstein in all cases handled by Washington National Insurance Co. 
amounted to $48,414.44, which was approximately 9.5 percent of the 
total premiums represented by this business. 

Mr. Turner. According to that letter, yes, sir. 

We have another letter from Mr. Epstein, Senator, which he wrote 
at our request. This letter is dated November 10, 1955, after we had 
interviewed Mr. Epstein at Newark. He states: 

There is listed below the group commissions and service fees received during 
the period May 1951 through October 1955. 

That is from Washington National, and he lists his total group com- 
missions as $59,333.10. 

Senator Dovetas. The difference is caused by the fact, is it not, 
that Mr. Epstein was supposed to receive, in addition, a 10-percent 
claims-handling fee on certain of these items. Isn’t that true? 

Mr. Turner. Also, the company deducted from that figure that IT 
just gave commissions paid for personal group insurance to Mr. 
Epstein. 

Senator Dovetas. So that if you add the figure of $12,737.02 under 
the claims-handling fee to the $48,414.44 commission, it makes a total 
for Mr. Epstein of something over $61,000—to be precise, $61,151.46, 
or 12 percent of all the premiums paid in. 

Mr. Turner. Yes, sir. 

Senator Doveras. Now, you are going to discuss the Dash & Love 
case. 

Mr. Correr. Then will you make the presentation in the way you 
planned it, Mr. Turner? Do you have some other things to cover 
before you go to the other case? 

Mr. Turner. The administrative fee paid to these administrators 
is provided by loading the premium involved in the case to the extent 
of 5 percent. That is, according to what I learned at Washington 
National, (1) Mr. Epstein has designated each one of these admin- 
istrators in each of his cases; (2) the premium is loaded, the exact fee 
paid to the arministrator, and that is the provision by which the 
money is paid. The company itself, the carrier, actually issues the 
check to the administrator. 

Senator Dovetas. So that in addition to these sums going to Mr. 
Epstein, you have approximately $18,187.50 paid to the administra- 
tors, making a grand total of close to $80,000, or a little under 16 per- 
cent of total premiums paid in under the Epstein cases. 

Mr. Turner. I don’t have totals, sir. 

Senator Dovetas. This is mental arithmetic on my part. T think 
it is approximately correct. That is, $18,187.50 added to $61,151 
brings it to a little under $80,000, which is a little under 16 percent. 

Mr. Turner. We found this pattern of loading premium and pay- 
ing 5 percent to administrators to be true only in cases on which Mr. 
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Epstein was the broker. In other instances, the company does allow 
some administrative discounts and in one other case that I know of, 
the company pays a claims-handling fee to a broker, but the matter 
of loading to pay the administrator was applicable only apparently 
to the Epstein cases. 

Mr. Correr. You say in every one of Mr. Epstein’s cases there was 
an administrative fee paid, or in a high percentage of them ‘ 

Mr. Turner. Yes, that is right. 

In one case involving Epstein as the broker, the administrator ac- 
cording to Washington National’s files at the inception of the case was 
an individual named James Grafagnino, who was receiving the usual 
5 percent of the premium. We contacted officials of the company 
which held the insurance policy in that particular program. It was 
not a welfare fund as such, but it was an insurance program nego- 
tiated between the union and the company in which the company was 
the policyholder. The company officials informed us that they had 
never heard of Mr. James Grafagnino. 

Mr. Correr. In other words, the c ompany was the policyholder and 
was paying the premiums? 

Mr. Turner. That is right. 

Mr. Correr. And an administrative fee was being paid to this indi- 
vidual you have named ? 

Mr. Turner. Which was loaded into the premium. 

Mr. Correr. And the premium was increased to take care of } 
How much is that fee—5 or 4 percent ? 

Mr. Turner. Five percent. 

Mr. Correr. The policyholder has no knowledge of this man who is 
getting the administrative fee under the premium / 

Mr. Turner. That is right. He was not only not an employee of the 
peenene but they had never heard of him. Also, in that particular 

case, the administrator was succeeded, according to Mr. Epstein, by 
a Mr. Dominic Tripode who thereafter received a 5-percent admin- 
istrative fee. Mr. Tripode, according to these same company officials, 
was the original negotiator on this program, and had introduced Mr. 
Harry Epstein to company officials at one time. But they also added 
that Mr. Tripode to their knowledge had never performed any admin- 
istrative services in regard to this insurance program. He merely 
negotiated it. 

In another case, the company paid administrative fees to two co- 
administrators for a period of about 3 years, after which time the ar- 
rangement was changed and subsequent administrative fees were paid 
to the welfare fund itself. 

In one case we looked at 

Mr. Correr. What fund was that? 

Mr. Turner. The one I just referred to was United Bakery, Con- 
fectionery, Cannery, and Food Service Workers Union, Local 262, 
Newark, N. J. 

In another case, a provision was existent whereby the administrator 
received the usual 5-percent administrative fee which was loaded into 
the premium. In addition, however, he received a 214-percent, con- 
tingent fee which was to be paid only if the claims experience on that 
particular case proved favorable. 

In another case involving a Philadelphia union group, according to 
company files, the premium was increased by 11 percent, effective July 
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1,1953. The files reflected that none of that premium increase was to 
be retained by Washington National, but was to be returned, less taxes, 
to the broker as an added administrative fee. 

Mr. Correr. Do they call it an administrative fee or retroactive 
commission ¢ 

Mr. Turner. That was called an administrative fee as extra com- 
pensation to the broker for installing various individual units in that 
case, 

Mr. Correr. What reason was given to the policyholder for raising 
the premium ? 

Mr. Turner. So far as I know—well, I can’t answer that question, 
actually. In that particular case we did not have a chance to go into 
that question. 

In one case an administrator returned all of the administrative-fee 
checks he had received which dated back to 1952, none of which had 
been cashed, with instructions thereafter to credit the welfare fund in 
that case with the amount of the checks returned, and to reduce the 
premium accordingly. The checks in that particular case were not 
of any significant amounts. 

We encountered an arrangement which Washington National has 
with two particular brokers, Harry Epstein, whom I previously 
mentioned, and an insurance brokerage firm called Dash & Love of 
Philadelphia, Pa. If you will refer to the letters which you have 
you will see the agreements outlined between these two brokers. 

Mr. Correr. Would you explain them ? 

Mr. Turner. Briefly, the arrangement is this: 10 percent of the 
earned premium in e: ach case handled by these two brokers is returned 
by the company to them and is deducted from any dividend or bonus, 
as this company calls it, which that case earns as a result of favorable 
claims experience. The arrangement is entirely contingent upon 
favorable claims experience, and in the event an insufficient bonus ‘is 
produced, which would reduce this 10 percent contingency, then less 
than 10 percent, or none at all, may be returned to the broker. 

Senator Doveras. Mr. Turner, a letter of the Washington National 
Insurance Co., dated November 21, which I hold in my hand, states 
that the total paid Dash & Love under the 10 percent claims-handling 
fee or administrative-fee arrangement on all cases amounted to $22,- 
446.25, or 4.7 percent of total premiums of $481,201.75. Is that 
accurate ¢ 

Mr. Turner. Which letter is that, sir? 

Senator Dovenias. November 21, 1955. 

Mr. Turner. Those are the figures given us by the company, 
Senator. I assume they are accurate. 

Senator Doveras. But according to their statement, the figures 
which I have given are correct, isn’t that true? 

Mr. Turner. That is correct. 

Senator Dovetas. In addition to that, Dash & Love received com- 
missions. How much did those amount to? 

Mr. Turner. The total commissions to Dash & Love, Senator ? 

Senator Dovenas. Yes. 

Mr. Turner. The total commissions were $42,559.79. 

Senator Doveuas. Is that not 8.8 percent of the premiums? 

Mr. Turner. That is right. 
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Senator Doveras. So that if you add the commissions and the fees 
for administrative expenses, the total comes to 15.5 percent of 
premium ¢ 

Mr. Turner. That is right. 

Mr. Correr. Were they in the nature of administrative fees or 
extra or retroactive commissions contingent upon a successful claim 
experience ¢ 

Mr. Turner. They are referred to by various terms in the com- 
pany’s files, Mr. Cotter. They are in some instances called addi- 
tional commissions; in others, extra commissions; and in still others 
administrative fees. In this particular letter which the compan) 
sent, they refer to them as—of course, they are now quoting our letter 
in which we requested this information—“claims handling fees” or 
“administrative fees.” 

The letter that they originally wrote to Dash & Love setting up 
this arrangement, dated December 13, 1951, of which I have obtained 
a copy from the company, terms this 10 percentage arrangement as 
“an administrative or home office expense,” and it is to be returned 
to Dash & Love as an allowance for administering their groups. 

Mr. Correr. You will have to speak a little louder, please. 

Mr. Turner. I say the letter to Dash & Love dated December 13, 
1951, which originally set up this arrangement, refers to the arrange- 
ment as “an administrative or home office expense.” It is a fee paid 
for that purpose and is not referred to as an additional commission. 

Mr. Correr. Did you find out why it was contingent upon favorable 
experience and came out of what otherwise would have been the 
sehend to the policyholder? 

Mr. Turner. It was an additional compensation to both brokers for 
the extra work they performed on their cases, which was not antici- 
pated in the standard commissions paid to and by the company. 

Senator Dove.ias. Did Dash & Love pay any benefits on claims? 

Mr. Turner. They did not. 

Senator Dove.as. In this respect they differed from Epstein ? 

Mr. Turner. That is correct, sir. The claims in all group cases in 
the Philadelphia area are paid by the company’s group office. 

Senator Doveras. So that they did not have the administrative 
costs that Epstein would have had ? 

Mr. Turner. Not with respect to claims, no, sir. 

In addition to the arrangements I have mentioned, the company has 
an integrated arrangement with Mr. Epstein whereby the carrier 
allows him a monthly claims handling fee of $350, or $4,200 a year. 
This is in effect a guaranty against the 10 percent contingency ar- 
rangement. In other watle, if all his cases combined developed a 
bonus which will allow the 10 percent to be paid to him to exceed 
$4,200, he gets it all. If, however, the 10 percent arrangement in all 
his cases produces less than $4,200, the company makes up the differ- 
ence up to $4,200. 

We encountered one case involving a New York union in which 
Washington National mailed a dividend check to the union at the 
end of the first insurance year. They inadvertently neglected to deduct 
Epstein’s contingent commission, or administrative fee, which at that 
time was 5 percent of earned premium to be deducted from the divi- 
dend. It was later raised to 10 percent. Epstein questioned this 
inadvertence on the company’s part so the company wrote this union 
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and explained that the bonus calculation on this particular group had 
been in error: that the company had neglected to make a correct 
contingency retention. They requested that this group return 5 
paneer of the dividend which it had already received, so that their 
1ome office records and contingency retention could be correct. The 
group did return this money and it was immediately transmitted by 
the company to Mr. Epstein in the form of the 5 percent contingent 
arrangement. 

Senator Doveias. What group insurance policies in the Philadel- 
phia area are handled by Dash & Love for Washington National ? 

Mr. Turner. They handle cases involving the Boot and Shoe Union, 
the Amalgamated Meat Cutters of America, Local 195, and a group 
called the Delicatessen and Cafeteria Workers Union, Local 232. 

Washington National prepares what they call bonus statements on 
each of their insured groups at or near the end of the policy anniver- 
sary date on each group. These bonus statements reflect the experi- 
ence on the case. That is, the premiums paid in for the period, the 
claims paid, the expenses, taxes, and contingency reserves of the com- 
pany, and any bonus payable to the group. We noted that the state- 
ments which we reviewed in the files of the company do not reflect 
the contingent administrative and/or claims handling fees paid to 
either Dash & Love or Epstein. 

Senator Doveras. Do you think the company’s files, then, are not 
accurate ? 

Mr. Turner. They weren’t accurate; no, sir; and the question- 
naires submitted do not reflect these fees. 

Senator Dovatas. Do you have any evidence as to the accuracy of 
the statements in the letter of November 21 which you have at your 
right hand there? 

Mr. Turner. As to the figures? 

Senator Douenas. Yes. 

Mr. Turner. No, sir. As I say, we did not take total figures on 
these particular items when we were there. 

Mr. Correr. But you were referring to the fact that when the orig- 
inal questionnaires came in they did not reflect this information with 
respect to these contingent payments? 

Mr. Turner. No. By that I mean to say, Mr. Cotter, that the ques- 
tionnaires as originally submitted do not. reflect these contingent pay- 
ments. They may be included in commissions or something else, but 
that is something we haven’t been able to determine because we haven’t 
had time to analyze the new questionnaires they submitted and com- 
pare the two groups. 

I will turn briefly now to the Philadelphia phase of this particular 
investigation. As I explained, the Washington National underwrites 
insurance programs for Meat Cutters Local 195 in Philadelphia. The 
company has issued three policies to this union in which the union is 
the master policyholder. There are three different groups involved. 
The coverage is varied and the premium rates vary. 

In addition to that, there are five separate meat comnanies employ- 
ing members of this union to whom the Washington National Insur- 
ance Co. has also issued separate policies. In each of these eight 
instances, the contingent administrative fee arrangement applies and 
payments have been made of contingent fees to Dash & Love in these 
cases. 
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We interviewed a Mr. Vincent LoCasale of the Meat Cutters Union 
in Philadelphia, and asked him if he knew of the commission arrange- 
ments between Washington National and Dash & Love on these 
cases. It should be pointed out again that his union is a policyholder 
on three of these cases. He told us he did not know about these com- 
mission arrangements. He also told us he did not know of any admin 
istrative fees Colne aid to the broker by Washington National. He 
did not know what the retention picture was with respect to the insur- 
ance company in these cases. 

We interviewed representatives of 2 of the 5 companies which have 
policies covering employees of this union. In neither instance did 
the employers know of the commission arrangements, the administra 
tive fee arrangements, or the insurance-company retention. 

Mr. Correr. Did you say that in these instances the policy was in 
the name of the employer ? 

Mr. Turner. In five instances; yes, sir. 

Mr. Correr. Five—of which you interviewed two ? 

Mr. Turner. That is right. 

Mr. Correr. In the two you interviewed, the policyholder as such 
didn’t know of these arrangements ¢ 

Mr. Turner. That is right. In the case of the Boot and Shoe 
Union, there are 17 different employer units at the present time, and 
the master policy is issued to the union. The rates and coverages 

vary in each particul: uw unit; dividends in this case are made to the 
union. The commission arrangements are the company’s standard 
20 percent first year, 5 percent on renewal years, both graded. They 
are computed on separate coverages within each employer unit and 
on each separate employer unit as such. 

Mr. Correr. In other words, if there were five different coverages 
each with a $5,000 premium, the aggregate premium would be $25,000. 
And on each coverage they would be paying 20 percent ? 

Mr. Turner. Twenty percent graded down; 20 percent is only on 
the first $5,000 premium. 

Mr. Corrrer. They would be paying 20 percent on the whole $25,000 
worth of premiums? 

Mr. Turner. Yes, sir. In other words, instead of packaging it for 
these premiums, it is broken down among all the units thus increasing 
the commissions. 

Senator Doveias. How many policies are there in effect in the Boot 
and Shoe Workers ? 

Mr. Turner. There are 35 in effect, 17 participating employers. 

Senator Doveas. So this breakdown occurs in the case of the Meat 
Cutters, and also in the case of the Boot and Shoe Workers. Are 
there separate policies for each employer in the Boot and Shoe 
Workers? 

Mr. Turner. Yes, except that the Meat Cutters have three separate 
policies issued to the union covering different employees, plus five 
other policies issued directly to employers. 

Mr. Correrr. So there won’t be any confusion, will you describe the 
policies again, and the way the commissions are paid? Are they paid 
on policies or on individual coverages? How is that broken down ? 

Mr. Turner. The commissions are paid on individual coverages. 
In the Boot and Shoe Union case, they are paid not only that way Dut 
they are paid on each separate employer unit, of which there are 17. 
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Senator Doveias. Would that 20 percent apply on each employer / 
Mr. Turner. That is right. 
Mr. Correr. Does that prevail in each one of these situations, or 

just with respect to the boot and shoe? 

Mr. Turner. The same applies to the meat cutters in that the 
Washington National Insurance Co. has 8 policies in that case, 3 of 
which are issued to the union—those are the ones we looked at—and 
5 of which are issued to separate companies covering members of 
that same union. The commissions are computed in 8 separate cases, 
not in 1 overall policy. 

Mr. Correr. And on each coverage in each case ? 

Mr. Turner. That is right. On a 3-year summary of the Boot and 
Shoe Union case, according to my computations, there was a total 
bonus or dividend’ returned to the union of $11,569.41. Under the 
10 percent contingent administrative fee arrangement with Dash & 
Love, that firm received $18,304.46, which, as I explained before, was 
deducted from the bonuses payable in this particular case. 

Mr. Correr. This is the additional contingent payment they got? 

Mr. Turner. It is over and above the regular commissions they got. 

Mr. Correr. It is 18,000-odd-dollars as against the dividend of 
$11,569 ? 

Mr. Turner. To the Boot and Shoe Union, that is correct. 

Mr. Correr. Was that dividend computed on an overall experience ? 
Were all of these cases considered for refund purposes as a unit ? 

Mr. Turner. No. They compute everything on separate individual 
units, probably because of the different coverages and different pre- 
mium rates applicable to each unit. 

Mr. Correr. But from the experience the dividends of the various 
policies aggregated $11,569 ¢ 

Mr. Turner. That is right, all of which was paid to the union. 

Mr. Correr. Paid tothe union in one check ? 

Mr. Turner. No, 3 checks—1 for each policyholder. I am speak- 
ing of the 3 years. 

Mr. Correr. Isee. Go ahead. 

Mr. Turner. According to company files, at the end of the first 
policy year in this Boot and Shoe Union case, Washington National 
transmitted a dividend check payable to the union for delivery through 
their group supervisor in Philadelphia. 

Mr. Corrrr. This isa field office of Washington National ? 

Mr. Turner. Right, in Philadelphia. 

Mr. Correr. Who mans that for Washington National ? 

Mr. Turner. Mr. Edward J. Butcher. Also transmitted was a 
contingent administrative fee check payable to Dash & Love, which 
he was to deliver. 

According to Washington National’s files, a memorandum from Mr. 
Butcher to Mr. C. D. Smith, an agency supervisor, stated that it was 
very important that no announcemcut should be made of the divi- 
dends payable in this case to the employers. Further, that the Boot 
and Shoe Union had set up a special fund for the purpose of receiving 
dividend money paid to them under this policy. We spoke to Mr. 
Tesoro 

Mr. Correr. From whom did this emanate ? 

Mr. Turner. This memorandum I just referred to emanated from 
Mr. Edward J. Butcher, group department supervisor in Philadel- 
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phia, to Mr. Cyril D. Smith, agency supervisor in the home office of 
the company at Evanston. 

We interviewed a Mr. Michael Tesoro, who is the eastern repre- 
sentative of the Boot and Shoe Union, and he told us he did not know 
what the commission arrangements were between Dash & Love and 
Washington National; that he did not know whether or not Dash & 
Love received administrative fees in connection with this policy. He 
told us that he had a 50 percent agreement with Dash & Love whereby 
he returned to Dash & Love 50 percent of every dividend check he 
received from Washington National. 

We asked him the purpose of this arrangement and he explained 
that (1) he considers Dash & Love his insurance consultants. Phat 
agency handles all his insurance problems. (2) This policy had 
originally been underwritten by Continental Casualty, but after a 
year or two experience claims were so bad that Continental de- 
manded a rate increase. The employers, who were paying the entire 
cost in this case, refused to pay any more. Mr. Tesoro turned to Dash 
& Love and asked them what they could do. They were successful in 
obtaining Washington National as the new carrier in the case without 
any increase in peneneren, and they said that in order to make this 
thing work, all claims abuses which arose under the old carrier would 


have to be eliminated; that they would work with him in trying to 
do this but that they must receive compensation for it. 

Hence, he entered into this agreement with them. He told us he 
had a written copy of the agreement but he was unable to locate it, 
However, he furnished checks and bank statements of the special 


account he had set up to handle the dividends he received from Washi- 
ington National. These statements and check stubs showed that he 
had paid 50 percent of each dividend check received from Washing- 
ton National to Dash & Love. 

Mr. Correr. Did his union know that he was doing this ? 

Mr. Turner. Did his union know ? 

Mr. Correr. The unions that were concerned ? 

Mr. Turner. I don’t know whether they did or not. 

Mr. Correr. How about the employers that were contributing the 
money ¢ 

Mr. Turner. No. 

Mr. Correr. They didn’t know? 

Mr. Turner. No, sir. Now, this special account which Mr. Tesoro 
set up is a commingled account in that he has what he calls a building 
fund of local 141. That is, at one time the local was considering the 
construction of a new building and they had transferred in and out 
of that account a number of contributions taken up from union em- 
ployees. Later that was abandoned. These were returned to them 
so that went in and out of the fund. Secondly, he was handling 
the affairs of a newly organized local out of that account. He allowed 
us to review some of the checks which had been issued from the ac- 
count and in addition to the three checks shown as being paid to 
Dash & Love, we found checks issued to the Universal C. I. T. Credit 
Corp., which, according to Mr. Tesoro, were monthly payments on an 
automobile being purchased for union business, and held by title in 
the name of his brother, Paul Tesoro, who is an international employee 
of the Boot and Shoe Union. 
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We interviewed in that particular case the office managers of two 
employer contributors. There are 17. We _ interviewed two. 
Neither of the employer representatives knew anything about the 
commission arrangements or the administrative fee arrangements in 
this case. They did not know anything about the insurance company 
retention, they did not know what the dividend arrangements were, 
or whether any dividends had been paid. They told us they had re- 
ceived no reports on the experience in this ease nor had it occurred 
to them to ask for one. I might point out that in this case the union 
and the employers bargain on a benefit basis and they specify what 
benefits will be paid by the employer. 

Mr. Correr. Then doesn’t the employer send his check directly to 
the insurance company ? 

Mr. Turner. Right. 

Mr. Corrrr. So there is no fund in this case? 

Mr. Turner. No. 

Mr. Correr. In some cases does the union forward the money, which 
might indicate that the employer pays the money over to the union ? 

Mr. Turner. We found no indication of that. They make what 
you might call their contribution in the form of a premium payment 
direct to the insurance carrier through Mr. Butcher. 

Mr. Correr. Who makes that? 

Mr. Turner. The employers. It does not go through the union. 

Mr. Correr. But the dividend went back to the union, or at least 
part of it? The part that didn’t go to Dash & Love? 

Mr. Turner. The 50 percent that didn’t go to Dash & Love went 
back to the union. 

Mr. Correr. Is there any agreement in the original arrangement 
between the union and the employers as to what will be done with 
dividends? 

Mr. Turner. Not to my knowledge, Mr. Cotter, no. There was no 
agreement on that. 

Mr. Corrrr. So Dash & Love, in addition to receiving a straight 
commission, received the additional contingent commission, or ad- 
ministrative fees, and in addition, half of the dividends? 

Mr. Turner. Yes; with the exception of the straight commission. 
They don’t get a straight commission. They get the Washington 
National standard. 

Mr. Correr. Standard decremental ? 

Mr. Turner. Standard commission in the first year, standard com- 
mission in the second year, standard graded, standard return where 
the case develops sufficiently to pay it, and 50 percent of the bonuses 
returned to the Boot and Shoe Union. 

Mr. Correr. Did you make some investigation to determine who 
does the administration on these policies in the Philadelphia area ? 

Mr. Turner. Yes; we did. 

Mr. Correr. Please tell us about that. 

Mr. Turner. We interviewed Mr. Edward J. Butcher, the Phila- 
delphia group supervisor of Washington National, and the girl who 
works in his office, and determined (1) that he pays and processes 
claims and (2), according to the female employee in his office, who 
does this work, that they have sufficient administrative records to 
handle and service completely all the company’s group cases in that 
area. 
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Mr. Correr. Did you ask them what, if anything, Dash & Love do? 

Mr. Turner. Yes. Mr. Butcher said that when he deals with any 
of the union group cases, if he has an insurance problem with them, 
he deals through Dash & Love. They handle the initial contact for 
him, or set up any detailed arrangements that he needs to gain entry. 
He also said that they had met with the unions in some instances in 
an effort to discourage claims abuses in these cases, and to make sure 
that no malingering existed. Ile also stated that they had assisted 
in some instances in collecting delinquent employer premiums, and 
had done field work in that regard. 

Mr. Butcher, incidentally, did not know of Dash & Love’s agree- 
ment with Tesoro as to 50 percent of the dividend. We interviewed 
Mr. J. Warren Dash of the firm of Dash & Love. Mr. Love was not 
available at the time; according to Mr. Dash, he was ill. 

We determined through this interview that they have not advised 
their insured groups of ‘either their commission arrangements or the 
contingent administrative fees which are deducted from the dividend. 
They said that it is not customary in normal group insurance practice 
to discuss commissions with the policyholders. 

Senator Doveras. Mr. Turner, let me see if I understand this 
clearly. Are these joint funds with a joint board of trustees or ar 
they employer-administered funds, with payments made by employers 
to insurance companies? 

Mr. Turner. They would fall in the latter category to a great ex- 
tent, Senator. 

Senator Doveras. They are funds which are not union adminis- 
tered, at least not on the surface / 

Mr. Turner. That is correct. 

Senator Doveias. But where the employer makes his payment to 
an insurance company / 

Mr. Turner. That is correct. 

Senator Dovcuas. So far as Philadelphia is concerned, the pay- 
ments are made to their regional officer, Mr. Butcher ? 

Mr. Turner. That is right. 

Senator Dovucias. In the Newark cases, where do the premiums 
come from ? 

Mr. Turner. Most of the Newark cases involve welfare funds. 

Senator Dovetas. I see. The Newark cases are funds with joint 
boards of trustees ? 

Mr. Turner. We did not have adequate opportunity to get into the 
field aspects of that particular thing, but according to Washington 
National’s files in many of those cases premiums are paid from the 
welfare fund. 

Mr. Dash told us that he had the 50 percent agreement with Tesoro, 
on the basis of a letter of agreement which Tesoro had signed, and 
that in effect he had become a party to this arrangement in order to 
take the burden and the problems of the group insurance of this union 
off Mr. Tesoro’s back. Whenever Tesoro would get a problem involv- 
ing insurance, he simply referred it to Dash & Love. 

Mr. Dash told us substantially that the Boot and Shoe and the Meat 
Cutters cases had formerly been underwritten by the Continental 
Casualty Co. 
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Senator Doucuas. Is that connected with Continental Assurance / 

Mr. Turner. Yes, it is. They are separate companies, but they 
are connected. 

Senator Dove.as. In the same building? 

Mr. Turner. The same building. 

Senator Doveras. Do they have identical officers? 

Mr. Turner. Yes. 

Senator Dovetas. In Chicago? 

Mr. Turner. That is my understanding, Senator. 

Dash told us that the Continental Casualty Co. had been on this risk 
for 1 or 2 or perhaps 3 years—speaking of the boot and shoe union 
now—under what he called a franchise contract, which differs from 
group insurance. At the end of that period, or toward the end of it, 
the experience had been so adverse that Continental Casualty de- 
manded a rate increase somewhere in the neighborhood of 50 percent, 
as he recalled it. The employers refused to pay it, but he was able to 
get Washington National to accept the case. Prior to the end of the 
first year under Washington National’s coverage, he came to this 
agreement with Tesoro on the return of 50 percent of the dividends, 

Mr. Dash said that under his commission arrangements with Con- 
tinental, as he recalled his firm received 1714 percent flat on total 
premium, which he later renegotiated to 2214 percent flat on that par- 
ticular case. 

Mr. Dash told us that as a matter of practice he does not distribute 
the bonus statements which Washington National Insurance issues in 
its cases, and in this case they are either mailed to him direct or 
through Mr. Butcher, the field supervisor for the company. 

Mr. Correr. In other words, if the policyholder was X company and 
a dividend was paid, it would go to Dash & Love and it would stop 
there. It wouldn’t go on to the policyholder ? 

Mr. Turner. The bonus statement, that is true. 

I might say that also applies to Mr. Epstein’s cases in general. 
He said he did not make it a practice to deliver those statements, either, 
and in one specific case we inquired about, involving the Torsion 
Balance Co., in Clifton, N. J., he had not distributed the bonus state- 
ments and the company had never received any. 

Mr. Correr. And were dividends paid on the policy held by that 
company ¢ 

Mr. Turner. There were two dividends paid. 

Mr. Corrrr. Who got those? 

Mr. Turner. The company. 

Mr. Corrrer. The company ? 

Mr. Turner. The company did. They are holding them in escrow 
at the present time aeliteen a legal decision as to what to do with 
them. 

Mr. Correr. You mean Mr. Epstein would send them the check but 
not the statement reflecting how the dividend came about? 

Mr. Turner. That is right. 

Mr. Correr. I can see the reason in the Dash & Love case, but 
what reason did Epstein give for actually sending a check to them? 

Mr. Turner. The reason he gave us was that the groups had never 


expressed any interest in such statements, unless in some instances 
dividends were payable. 
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Mr. Correr. Was the Torsion Balance case one in which the col 
lective bargaining was done on the level of benetits‘ 

Mr. Turner. Initially. 

Mr. Correr. What is it now? 

Mr. Turner. Now, it is on cents per hour. I think that in general 
finishes my summary. I have omitted some small details in the 
interest of time. 

Senator Doveias. Mr. Turner, we tried to get Mr. Epstein here 
today. We were unsuccessful. I think, however, since we have made 
these efforts to get Mr. Epstein here that it is appropriate for me 
to ask this question. Mr. Epstein is from Newark, N. J.¢ 

Mr. Turner. Yes, sir. 

Senator Dove.as. That is the city where Mr. Saperstein also lives ¢ 

Mr. Turner. That is right, sir. 

Senator Dovetas. Was Mr. Epstein ever connected with Mr. Saper 
stein or with any company with which Mr. Saperstein was affiliated ¢ 

Mr. Turner. Mr. Epstein is a former business associate of Mr. 
Saperstein in what was known as the Harlew Agency, Inc., of 
Newark, N. J. 

Senator Doueias. For how long was he a member of the Harlew 
Agency, or a partner of the Harlew Agency ? 

Mr. Turner. To the best of our information, it was from 1949 
to 1951. 

Senator Doveras. By whom was he succeeded in the Harlew 
Agency ¢ 

Mr. Turner. He was bought out by an individual named Joseph 
Stacher. I believe it is Joseph Stacher. 

Senator Dovueias. Was there anyone else? Was Mr. Zwillman 
connected with the group which purchased Mr. Epstein’s share in the 
Harlew Agency ? 

Mr. Turner. Mr. Zwillman, to my knowledge, Senator, from our 
previous investigation, was a close associate, an alleged associate of 
Joseph Stacher. 

Senator Douetas. Do we have any proof of that? 

Mr. Turner. I believe there is proof, sir, in the former record of 
hearings of this subcommittee. 

Senator Doueias. In the record of the Laundry Workers case? 

_ Mr. Turner. Yes, sir. I am testifying from recollection on this, 
Senator, and I may not be entirely accurate. 

Senator Doueias. Mr. Plant has previously testified and it is under 
stood he is still under oath 

Mr. Piant. My recollection on this matter comes from my connec- 
tion with the Laundry Workers case, as to Zwillman and Stacher, 
more particularly Stacher, I think the relationship between Zwillman 
and Saperstein broke up fairly recently. I don’t believe the pur- 
chase of Epstein’s interest was by Stacher but rather was by Milton 
Gelman. It is my recollection that Epstein’s separation from Saper- 
stein and Harlew Agency was something that came about during the 
passage of time, rather than purchase of Epstein’s interests by some- 
one else. 

Senator Dovenas. The question is whether the purchase of Ep- 
stein’s interest was by Stacher. 

Mr. Pian. It was not, to my knowledge. 
Mr. Turner. Then my recollection is wrong. 
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Senator Doveras. Thank you. I am glad to get that cleared up. 
The record will be corrected accordingly. Is there any record of 
who did purchase Epstein’s interest in “the Harlew Agency 4 

Mr. Turner. I believe Mr. Plant just said it was Gelman. 

Mr. Puanr. As far as Epstein’s interest is concerned, it is my recol- 
lection, Senator, that they just divorced themselves. They just ceased 
doing business. It wasn’t a question of anybody buying anything 
from Epstein. 

Senator Douaias. Let the record be clear that, as far as the staff 
is concerned, they have no evidence that either Stacher or Zwillman, 
either individually or collectively, bought out Epstein; is that right 
I want to clear the record. 

That is all the questions I have. Do you have any further ques- 
tions, Mr. Cotter? 

Mr. Correr. I think not at this time. 

Senator Doueias. Senator Allott? 

Senator Atnorr. I don’t think so. Just a minute. 

Senator Doveras. Mr. Sornson, who was formerly a very efficient 
staff member, did some of the investigation on this case. He is ready 
to testify on this aspect. Would you come forward, Mr. Sornson, and 
give your name and address? 


TESTIMONY OF LOUIS W. SORNSON, SILVER SPRING, MD. 


Mr. Sornson. My name is Louis Sornson. I live at 407 Hamilton 
Avenue, Silver Spring, Md. 

Senator Doveias. You can be seated, Mr. Sornson. Would you 
raise you right hand? 

Do you solemnly swear that the testimony which you are about to 
give is the truth, the whole truh, and nothing but the truth, so help 
you God ? 

Mr. Sornson. I do. 

Senator Doveras. We have been in some confusion as to what rela- 
tionship, if any, Mr. Stacher bore to the Harlew Agency and to Mr. 
Epstein and Mr. Saperstein, respectively. I wonder if you could clear 
that up for us? You did the investigation on this point in the laundry 
workers’ case, did you not? 

Mr. Sornson. I was one of those who worked on that case; yes, sir. 
I am speaking only from memory; it is my recollection that ‘Messrs. 
Stacher and Epstein, together with Mr. Saperstein, were the original 
members of the Harlew_ Agency and thi at their stock was purchased 
in a sense—I don’t think they actually put up any money—but stock 
was issued to them supposedly for a re atively > small cash considera 
tion. Later, when Mr. Stacher and Mr. Epstein were to get out of the 
agency, their interests were purchased by the profits in the company, 
by the company itself, and they, for every dollar that they put into the 
company, received many, many dollars. 

Senator Doveras. Did you ever find that Mr. Zwillman had any 
connection with the Harlew Agency ? 

Mr. Sornson. That name is ‘familiar, but I don’t recall any direct 
connection. 

Senator Doveras. Are there any questions? 

(No response.) 

Senator Dovetas. Thank you very much. Mr. Turner? 
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Mr. Turner. Mr. Chairman, may I correct one statement I made in 
regard to the administrative fees paid to individuals in Epstein’s 
ceases! The insurance company’s letter of November 21, 1955, states 
that that fee is 0.04762 rather than 5 percent, as 1 previously stated. 
However, according to the files of the company, from which | extracted 
notes, it was 5 percent. 

Senator Doveias. Thank you. Thank you very much, Mr. Turner. 

Now, I would like to call the men from the Washington National 
Insurance Co. Mr. Knoblock and Mr. Smith, will you come forward ¢ 

Since the case was referred to as the Newark and Philadelphia case, 
L would like to ask Mr. Dash, Mr. Tesoro, Mr. LoCasale, Mr. Butcher 
to come forward. 

Mr. Corrrer. Mr. Love, too. 

Senator Doveras. Mr. Love, too, and Mr. Synoveec, if you will sit 
at the table, please. 

Also, is Mr. Stephenson here from Newark? Mr. Harold Stephen- 
son? Would you hold yourself in readiness, Mr. Stephenson, perhaps 
come up to this table, and Mr. Tripode, would you come forward, 
please ¢ 

Now, on Monday, we tried to serve Mr. Harry Epstein, to whom 
reference has been made, but were unsuccessful in reaching him. Last 
night, he received word that we were trying to reach him and trying 
to subpena him and we were notified that he would be served this morn- 
ing. I have received the following telegram from Mr. Epstein, ad 
dressed to Mr. Kuhl, investigator for the subcommittee, which I shall 
read : 

I was served this morning with subpena to appear at 10 o’clock this morning, 
Regret I cannot attend. Have had two operations for malignancies and. am 
under constant care of doctor. Have consulted him. In his opinion the ordeal 
of my appearing before committee ‘would definitely endanger and be detrimental 
to my health.” Am mailing you complete doctor’s certificate. Glad to aid you in 
any other way I can. Harry Epstein, 380 Seymour Avenue, Newark, N. J 

We have also received an undated communication from Henry L. 
Kuperman, M. D., 79 Baldwin Avenue, Newark 8, N. J., as follows: 


To Whont It May Concern: 

This is to certify that Mr. Harry Epstein, of 380 Seymour Avenue, Newark, 
N, J., is under my constant and regular medical care and observation. 

He had two operations recently for a malignant tumor of the thyroid gland 
and this was followed by 28 deep X-ray treatments. 

He also has an active peptic ulcer which requires constant supervision of diet 
and medication. 

He has been advised to limit his business activities and to avoid any undue 
nervous or emotional strain. 

I understand that he has been asked to appear in Washington, D. C., before 
a Senate committee. It is my opinion that being subjected to such an ordeal 
would definitely endanger and be detrimental to his health. 

Sincerely yours, 
HENRY KUPERMAN, M. D. 

I would like to remark, without casting any reflections on the state of 
Mr. Epstein’s health or in any way prejudging what is wrong with 
him, that this is a continuation of the extraordinary incidence of ill- 
ness amongst the witnesses called before this committee. 

On Monday, Mr. Lucenti was scheduled to appear before the com- 
mittee. He declared that he was ill and unable to appear. 

Mr. Levitt was subpenaed to appear this morning and he declared 
that he was unable to appear. Another witness testified that Mr. 
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Levitt had had a heart attack. This afternoon Mr. Epstein says he 
is unable to appear. When added to the fact that in our hearings on 
the laundry workers case last spring Mr. Wickes was unable to appear 
and the president of the laundry workers union, Mr. Byers, was unable 
to appear because of illness—both of these two latter gentlemen we 
find have since been transacting their business—it is truly extraordi- 
nary the effect which this committee has. I am beginning to think 
we are blighting the health of the American public, and something is 
rotten in the state of Denmark. 

Let me say we are not enemies of any group. We are not trying to 
persecute any individual. We are trying to find out the facts, and I 
think it is the duty of a citizen to appear before a congressional com- 
mittee, which certainly tries to be fair in its handling of witnesses. 
And we shall continue in that direction, but it is very hard for the 
orderly processes of Government to function if we have large numbers 
of crucial witnesses failing to appear. 

Senator Atxorr. That is right, Mr. Chairman. Could I request 
that these gentlemen identify themselves clockwise before we start ? 

Senator Dovetas. Yes. We will do that beginning with the gen- 
tleman on our left. 

Mr. LoCasate. Vincent LoCasale. 

Senator Doveras. You are with the Amalgamated Meat Cutters 
Union, AFL, Local 195? 

Mr. LoCasate. Yes, sir. 

Senator Dove.as. The next one? 

Mr. Synovec. John K. Synovec. 

Senator Dova.as. You are the office manager of the Reuben-Gordon 
Shoe Co., Philadelphia ? 

Mr. Synovec. That is right. 

Senator Doveras. The next? 

Mr. Tesoro. Michael Tesoro, Philadelphia. 

Senator Dovuaias. You are the eastern representative of the Boot 
and Shoeworkers Union ? 

Mr. Tesoro. Yes, sir. 

Senator Dove.as. The gentlemen in the rear? 

Mr. SrerHenson. Harold Stephenson. 

Senator Doveias, Harold Stephenson 

Mr. SrerHenson. Yes, sir; assistant treasurer, Torsion Balance Co., 
Clifton, N. J. 

Senator Doveias. Who is next? 

Mr. Knostockx. My name is Ralph Knoblock. I am second vice 
president of the group department of the Washington National In- 
surance Co, 

Mr. Smirn. Cyril D. Smith, agency supervisor, Washington Na- 
tional Insurance Co., group department. 

Mr. Love. Morris O. Love, partner, firm of Dash & Love. 

Mr. Dasn. J. Warren Dash, Dash & Love. 

Mr. Burcuer. Edward J. Butcher, group supervisor, Washington 
National Insurance Co. 

Mr. Trreopr. Dominic Tripode. 

Senator Doveras. You are international representative of the Re- 
tail, Wholesale, and Department Store Union, CIO? 

Mr. Trrropr. Yes, sir. 
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Senator Dovatas. Now, you will be collectively sworn. Is that 
legal ¢ 

Mr. Correr. Yes, sir. 

Senator Dovetas. Would you all raise your right hand ¢ 

Do you solemnly swear, or affirm, that the testimony which you are 
about to give is the truth, the whole truth, and nothing but the truth, 
so help you God ¢ 

(The group responded, “TI do.”’) 

Senator Dovugias. You are all collectively sworn. Mr. Cotter? 


TESTIMONY OF RALPH KNOBLOCK, SECOND VICE PRESIDENT, 
WASHINGTON NATIONAL INSURANCE CO., EVANSTON, ILL. 


Mr. Correr. Mr. Knoblock, would you very briefly give us some 
background on your experience in group underwriting, and your size 
in that field ¢ 

Mr. Knopsrtock. The Washington National Insurance Co. writes 
all lines of personal insurance. Group insurance is only a part of our 
total business. The company itself has assets of close to $190 million. 
We were founded in 1911. Our present overall company premium in- 
come is somewhere around $58 million. 

Senator Douatas. Yearly? 

Mr. Knosiock. Yes, sir. Our group department premium income 
is—I can just give you an aa ate figure—somewhere around $11 
million. I personally have been with the company in the group de- 
partment ever since graduating from the University of Illinois, and in 
December I will have completed 24 years in the group business. 

Senator Doueias. You are a stock company ¢ 

Mr. Knoptock. Yes, sir. 

Senator Doveias. And what are your general policies with respect 
to commissions, bonuses, retentions, and so forth ? 

Mr. Knosiock. I would say that the bulk, by far the majority, of 
our group business is written on a standard commission scale of 20 
percent graded first-year commissions and 5 percent graded renewals 
for a total of 10 years overall. 

Insofar as retention is concerned, we do not in any contract of group 
insurance guarantee to any policyholder that we will return any part 
of the premium. However, it is customary in the group business to 
make a return of premium, if the claim experience has been favorable. 

Our actuaries have worked out a more or less standard formula which 
we follow in computing the amount of dividend or bonus, as we call it, 
which is to be returned during each policy year. The bonus statement 
which we make up for each group is pre pared approximately within 
3 months following the anniversary date of the master policies in 
question. 

Mr. Corrrr. And do you send this bonus statement to the policy- 
holder ? 

Mr. Knortock. We prepare a bonus statement which contains the 
total amount of earned premium, the total amount of claims paid and 
incurred, plus a reserve for pending, open, and unreported claims. 

Mr. Correr. That is all included in the statement ? 

Mr. Knostock. Yes, sir. We also list an item which includes com- 
missions, taxes, expenses, contingency reserve. 

Mr. Correr. Your normal contingency reserve ? 
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Mr. Knostock. Yes, sir. We wind up the bonus statement with 
either a bonus credit or deficit, depending on the claims. 

Mr. Correr. Who gets that? 

Mr. Knostock. That bonus statement, I should add, contains a com- 

plete IBM listing of every claim that has been paid ‘during the past 
volicy year, so that the policyholder may audit the claim figures. That 
keane? statement, along with the dividend or bonus, if one is payable, 
is ordinarily for warded to the agent or the broker of record on the 
particular group and we assume that the agent or broker will deliver 
both the bonus statement and the check to the policyholder. Some- 
times it is sent to our group branch office for delivery to the agent or 
broker. 

Mr. Correr. Do you ever send it directly to the policyholders ? 

Mr. Knosrock. No, sir. 

Mr. Correr. Why ? 

Mr. Knostock. When you are dealing with an agent or broker, it is 
customary to handle all matters through the agent or broker. The 
company ‘does not deal direct. with the policy vholders. 

Mr. Corrrr. Don’t you get your money directly from the policy- 
holder ? 

Mr. Knoriock. In most of our group cases, the premium is for- 
warded directly from the policyholder either to the home office or to 
one of our group department branch offices. 

Mr. Correr. Then why wouldn’t your statement go back the same 
way ? 

Mr. Kwnostock. If a bonus is payable and there is a check being sent, 
we think that it is an especially g good time for the agent or broker to 

capitalize on the situation, and to help keep out competition, by keep- 
ing the name of Washington National before the polic yholder. It is 
a means of selling. 

Senator Doue.as. In other words, where there is a celebration to 
take place, you want him there? 

Mr. Knontock. We think that he should capitalize on it; yes. 

Senator Dovetas. Any joy that comes from the reception of a bonus 
may be transferred to the Washington National? 

Mr. Kwostock. Yes, sir. By the same token, if there is a bonus 
deficit and we have had an abnorm: ally high claim loss ratio, then it 
is up to the broker to explain to the policyholder why no bonus is 
available, and to pave the way for a possible request on our part for a 
premium adjustment. 

Mr. Correr. Is there any situation where you would want to leave 
to the discretion of your agent or broker whether the policyholder 
should be shown this statement ? 

Mr. Knostock. No, sir. We have always assumed that the bonus 
statements which we sent out were delivered to the policyholder. 

Mr. Correr. That is the way you wanted it to be. 

Mr. Knostock. Yes, sir. 

Mr. Correr. Were you surprised today at the testimony that some 
of your bonus statements may not be getting to your policyholders ? 

Mr. Knorrocx. To be perfectly honest, I wasn’t surprised today 
but I did learn about it approximately a month ago and I was sur- 
prised at that time. 

Mr. Correr. Does your bonus policy differentiate as to size of 
policy ? 
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Mr. Knosiock. Yes, sir. We have groups ranging all the way from 
as few as 10 employees, in States where such groups are permitted, 
to groups of 1,000 and 2,000 employees. In smaller groups--and here 
I have to use approximate figures—in groups involving less than 100 
employees, it is not customary for us to pay a bonus or dividend, unless 
one is requested, for the reason that in the smaller groups the expe 
rience can do a complete reverse from one year to the next, and if we 
pay a bonus based upon favorable claim experience this year on a small 
group, next year we may have a loss ratio of 150, 200 percent. 

Senator Dovanas. In other words, Mr. Knoblock, if the various 
witnesses who have been subpenaed to appear before this committee 
had been insured for health and disability with one company, that 
company would have gone bankrupt because of the bad sickness experi 
ence we have had ¢ 

Mr. Knosiock. It would seem so, Senator. 

Mr. Correr. Mr. Knoblock, how does that translate premiumwise 
about how large would the premium have to be before you would recog 
nize it as a case you want to consider for a dividend or refund, if 
the experience warranted ¢ 

Mr. Knosvock. This is a personal opinion, Mr. Cotter. I would 
say that if the annual premium were any less than $5,000, we would 
under no circumstances consider calcul: iting a bonus or dividend. 

Senator Atnorr. Who would determine that matter finally——you ? 

Mr. Knosiockx. Generally speaking, either | would determine it, 
or Mr. Heckel in conjunction with me. He is vice president in charge 
of our group department. 

Mr. Correr. And it would be possible, would it not, for the small 
groups to enjoy as good an experience on the whole as your larger 
groups ¢ 

Mr. Knosiock. Yes,sir. It is very possible. 

Mr. Correr. Do you give any across-the-board dividend to this 
whole class of small groups, if the experience in that class warrants it / 

Mr. Knosiock. No, sir; we do not. In calculating bonuses or 
dividends, we work on the theory that each group must stand on its 
own feet and earn such a dividend. Therefore that would prevent 
our figuring a bonus or dividend on an entire class of small groups. 

Senator Avorr. May I ask this question, then? If you assume 
that the small groups’ experience rate is as good as the large groups’ 
experience rate, then under your answer the small groups are helping 
to carry the burden and cost of insurance for the large groups 4 

Mr. Knosoox. Yes, sir; but you must bear in mind that it is only 
within the past few years "that it has been possible at all for smal] 
groups to secure the benefits of group insurance. Even though the 
laws permitted it, many companies have been hesitant about entering 
the small group field because of the fact that administrative expenses 
are high in handling it, and your claim experience fluctuates to much 
too great a degree. 

Senator Auiorr. That still doesn’t make : any difference, Mr. Knob- 
lock, because you are not giving a smal] group, even if your admin- 
istrative expense is higher—granting that it is—the benefit of your 
experience with their group as you are giving to the larger groups. 

Mr. Knosiock. That is correct. 

Senator Axxiorr. I don’t want to get us off on a tangent, but I 
think it is well to point that out at this place. | 





1252 WELFARE AND PENSION PLANS INVESTIGATION 





Mr. Kwnosvock. I would like to make a remark about the whole 
fallacy of paying bonuses or dividends. It is customary in the group 
industry for groups to be experience rated and for returns to be paid 
so that on the groups where you enjoy good experience, we pay a bonus 
or dividend, if the group is sufficiently large. But if the experience 
is bad, there is no way that we can be guaranteed to recover the deficit 
which we may have accumulated, so that the entire thing is a fallacy, 
and something on which, I think, the people in the group industry 
would agree with me. 

Mr. Correr. Now, does your company offer premium discounts 
based on volume? 

Mr. Knostock. We did in past years, but within the last year or 
two or even in the last 3 years, our overall claim experience, particu- 
larly in the writing of group hospital, surgical insurance, and group 
medical insurance, has been so very high that we discontinued the 

ranting of premium volume business to that particular class of 
usiness. 

Mr. Corrrr. Then there is no difference in premium rate depending 
on size? 

Mr. Kwnostock. Rates will vary according to the group in question, 
the industrial hazard, percentage of female lives in the group. Many 
factors will cause a variation in the rate. 

Mr. Correr. But you don’t have any factor for numbers? 

Mr. Knosiock. We do grant premium volume discounts on acci- 
dent and sickness and accidental death and dismemberment insur- 
ance, but we do not grant any on hospital, surgical, or medical 
coverage. 

Mr. Corrrer. You mentioned, in talking about these small cases, 
that unless you are requested, you don’t give a dividend or a refund. 
What do you mean by that? Do you mean that the fellow who goes 
after it gets it but if no one asks for it, you don’t send it out ? 

Mr. Knosiock. That is exactly what we mean. If we have a group 
of 100 employees, and the experience has been good, we have no formal 
bonus agreement. We have nothing in our contract to indicate that 
we will make a return. We, generally speaking, would not make a 
return. However, if, after 4 or 5 years of good experience on a group 
of that kind, the employer were approached by a representative or 
an agent of another company, the first question the agent would ask 
is, “How much of a dividend or a return have you received from your 
present carrier?” His answer would be, “None.” The agent would 
say, “Well, now, if you switch your business to our company, we will 
see that you get such and such a return.” 

Well, we get information to that effect, and in order to save the 
business, to be very frank about it, we probably would calculate a 
bonus statement at that time and make a payment if there was any 
possibility of retaining that business, if it was a satisfactory business. 

Mr. Correr. Under that policy, then, wouldn’t the rewards go to 
the bold or more aggressive policyholders and wouldn’t your nice, 
quiet type be paying the freight on it? 

Mr. Knopsiock. You are correct in that. 

Senator Atxorr. In other words, Mr. Knoblock, the bold facts are 
that the people who come and deal with you expecting to be treated 
as everybody else is treated are just going up a blind alley? 
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Mr. Kwnosrock. In the group business, Senator, everyone is not 
treated alike. That is another fallacy of this bonus or dividend sys 
tem under which we operate. 

Senator Atvorr. That still is evasive of my question. 

Mr. Knosiock. I don’t mean to be evasive. 

Senator Atuorr. The question is, if I come to you as a babe in the 
woods representing 100 people who want group insurance, and I don’t 
know anything about retentions or commissions or bonuses or divi 
dends, I am going to take a shellacking ¢ 

Mr. Knostock. I don’t think you can say you are going to take a 
shellacking because as a relatively small group you are able to enjoy 
the benefits of group insurance. 

Senator ALLorr es if I don’t get the same benefits that somebody 
else gets, then my group is he Iping bear the expense and the cost of 
insurance for the groups that are smart enough and canny enough 
to know that they should bargain for these bonuses. 

Mr. Knostock. Yes, sir. By the same token, the individual em- 
ployees within a group who never have a claim paid are helping to 
pay for the insurance of those who do get claims paid to them. 

Senator Atuorr. That is the basis of insurance, though. 

Mr. Knosiock. Yes, sir. 

Senator Atworr. I might add that the other isn’t. 

Mr. Correr. | erhaps - you should be complimented for your frank- 
ness, because the staff members, in reviewing cases not only in your 
insurance company but in a number of others, thought that they 
detected a difference in treatment between cases where someone would 
write in and demand a refund or a dividend and crowded the situation 
for it and a similar type of case where no one wrote in, and we had some 
difficulty in certain companies in getting any admissions that there 
was any difference in treatment as between those policies. 

Mr. Knostock. I hope this subcommittee does not think that Wasl 
ington National is alone in handling group coverage in that iii 
because there are many other companies that have handled it in the 
same way. 

Mr. Correr. But isn’t there a law in some States that says you must 
treat every group alike ? 

Mr. Knosiock. There are antidiscrimination laws, but they refer 
to such things in group life insurance as, for example, you cannot keep 
any employee from participating in a group-life program because of 
age. If you did, you would be discriminating against that individual 
employee. Insofar as the antidiscrimination laws are concer ned, to my 
knowledge, they have nothing to do with this question of claim experi- 
ence and bonus or dividend credits which are earned. 

Senator Atiorr. Mr. Knoblock, I appreciate your frankness, too. 
but isn’t it true that if these people who come to you are not treated on 
an equal basis, then you are not in effect offering everybody the same 
Service ; are you! 

Mr. Knosrock. We are offering everybody the same coverage, and 
the same rates, assuming that the groups are all alike in respect to 
female content. 

Senator Atxorr. Let me ask one further question along that same 
line. If your experience rate in two groups was identical, the first 
group having 25 members and the second group having 1,000, there 
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would be no justification for giving a bonus to the second group and not 
to the first, except for the differential in the cost of servicing the 
smaller group ? 

Mr. Knosiock. There is another factor, too, Senator. In a group 
of 25 people, our loss ratio may be more favorable for a period of, say, 
2 years. Then the third year 1 employee of that 25 could become dis- 
abled and be hospitalized and draw the maximum amount of benefits 
under the group policy, and we would have an accumulated loss ratio 
for the 3 years of maybe 150, 160 percent, so that if we had paid a 
bonus based upon the favorable claim experience, we would have a 
pretty tough time then making up the deficit. 

Senator Axrvorr. I understand that could be possible. Now, let me 
ask you if you have had an experience of that kind, and if so, how 
frequently ? 

Mr. Kwnostock. In small groups, particularly those of 25 or fewer, 
the experience can vary anywhere from 50 to 500 percent in the space of 
12 months. You don’t have enough spread. You don’t have a suffi- 
cient premium volume. 

Senator AtLorr. What about your own og sonal experience in this 
thing? You have given hypothetics al answers. Now I would like to ask 
for your own company’s experience. Have you had that happen? 

Mr. Knostock. Oh, yes; many times. I don’t have any of these 
groups with me, but we have innumerable cases; small groups. 

Senator AtLorr. Do you cancel out the insurance then ? 

Mr. Knosrock. On small groups, we wait until we have had at 
least 2 years claim experience before we even attempt to get a premium 
increase and if we fail to get the premium increase, we have no hesi- 
tancy in terminating the master policies. 

Senator Arzorr. I don’t know that I am going to serve anything by 
going further, but it seems to me that that is an ‘important thing with 
these smaller groups. I think you have answered my question. 

Senator Doucras. The Senator from Color: ado, as I understand it, 
has been going into the question of whether discriminations in net rates 
are justifiable as between different groups. You answered recently 
with reference to that point, although Mr. Cotter previously suggested 
the possibility of consolidating the small groups to get a net experience 

rate and thus effect economies with small groups taken as a whole which 
would not be present if they were taken singly. 

I want to see if I understood your answer to another set of questions. 
Mr. Cotter asked you whether you and the industry generally had 
different net premium rates, including bonuses, dividends, and so 
forth, for policies where the number of persons covered and the indus- 
trial exper ience were substantially the same. As I understood it, 
you said that you did make different net rates, depending upon the 
individual circumstances. 

Mr. Knopsiock. Yes, sir. Group rates are controlled by certain 
factors: the industrial hazard, if any, the number of females in the 
group. 

Senator Dovetas. But if those equated out, you would have two 
identical groups, yet the rate would not be identical. One group is 
pushing for a dividend and another group is not pushing for a 
dividend. 

Mr. Knostock. The rates which we quote for these various groups 
are identical. 
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Senator Doveias. But I mean the ultimate net rate. 

Mr. Knosrock. The ultimate net rate is not the same. 

Senator Dove.as. I want to congratulate you, too, on your frank 
ness in this matter, which helps us very much, because we have had 
great difficulty in establishing this fact in conversations with numbers 
of insurance companies. You have rendered, I think, a real public 
service without being in any sense unfaithful to your industrial group. 

Now, as I understood it, you said that your practice was not unique 
amongst companies. 

Mr. Knosiock. That is true. To my knowledge it is not unique; 
no, sir. 

Senator Doveras. Is it fairly widespread 

Mr. Knontock. Yes, sir; I would say so. 

Senator Doua.as. And you have been in the industry 24 years? 

Mr. Kwnostock. Yes, sir. 

Senator Doveias. Now, we know you don’t like to comment unfa- 
vorably on competitors, but since you say that you have adopted this 
policy and followed it out very frankly, I wonder if you would be 
willing to state for the record other companies which you know follow 
a similar policy. 

Mr. Knosrock. I can only say, Senator, that our salaried group 
men write into our office at very frequent intervals indicating that 
they have made calls on certain concerns and companies with agents 
and brokers where no dividends of any kind have been paid, and 
the companies’ retention is X dollars, and we can certainly do better 
than that. 

Will you approve our submitting a proposal? I can’t tell you the 
names of the companies, because—I know the names of many group- 
writing companies and I couldn’t pinpoint them for you, but that 
practice is very commonplace. 

Senator Doveras. Well, 1 appreciate that, and I want to say again 
I think this is most significant testimony. 

Mr. Correr. Mr. Knoblock, on this policy of computing on a large 
number of coverages separately and then on separate policies within 
the same general group, what comment do you have to make on that ? 

Mr. Knortock. Would you repeat the question, please ¢ 

Mr. Correr. Would you read the question ¢ 

(The reporter read the question. ) 

Mr. Knopsiock. Were you referring to this boot and shoe union 
particularly ¢ 

Mr. Correr. That particular situation. 

Mr. Knoptock. At the time we took that group over for Dash & 
Love, they indicated that in order for us to be considered by them 
they would want us to pay commissions separately on each particular 
shoe company. We agreed to it, and the only reason we agreed to it 
was the fact that we were advised that each of these shoe companies 
was in effect going to be written separately and in fact at different 
intervals. Now, I can’t tell you at what intervals they were written, 
but I should say the effect was that we could under the circumstances 
consider each one as a separate group, and for that reason we agreed 
in that instance to pay separate commissions on the coverage written 
for each of these shoe companies. 
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Mr. Correr. How about the policy of giving commissions on 5 
different coverages in the same policies, starting at the 20 or 25 per- 
cent decremental scale ¢ 

Mr. Knosiock. As Mr. Turner pointed out in his testimony, he 
learned from us that up until 1953 it was customary for us to cal- 
culate separate commissions on each separate coverage. For exam- 
ple, we wrote a package of group insurance which included group 
life, accident and sickness, hospital, surgical and medical expense. 
It was customary for us to calculate commissions on each 1 of those 4 
coverages. 

Mr. Correr. Is it a custom of the industry ? 

Mr. Knorvock. Mr. Cotter, I couldn’t answer that. I just don’t 
know. 

Mr. Corrrer. What prevailed upon you to change? 

Mr. Knosiock. Well, I will tell you. The principal reason that 
forced us to change our policy in that regard was the fact that our 
losses in the writing of group hospital and surgical expense were 
so excessive, and our profits were down to the point where there prac- 
tically was no profit in the group business for us, that we had to take 
steps to correct that situation. One of the steps which we took was 
to combine the coverages for commission purposes, thus effecting a 
saving in administrative expense. 

Mr. Correr. Instead of paying a flat 20 percent on a small policy, 
by combining your casualty coverages you might be paying only 10 
percent for the first year? 

Mr. Knosiock. Yes, sir. We still pay separate commissions on 
group life insurance at all times but we combine the casualty cover- 
ages for commission purposes. 

Senator Doueias. Did you lose any policies when you did that ? 

Mr. Knosiock. Yes, sir; we did. Some agents naturally objected 
to the change in our practice, and placed their group business with 
other companies. 

Senator Doveias. Did you have the impression that there are a good 
many policies which are controlled not by the insured but by the 
brokers ¢ 

Mr. Knosiock. I would say that the majority of them are controlled 
by the agent or broker. I am speaking now of groups of any size. 

Senator Douc.as. Is that true of employer plans or primarily true 
of union plans? 

Mr. Knos.ock. I would say it is also true of employer plans. 

Senator Dove.as. It is true of employer plans as well as union 
plans? 

Mr. KNnosiock. In many instances, yes. 

Mr. Correr. But in your experience do these high commissions and 
administrative fees make for abuses, such as kickbacks and the pay- 
ment of money to persons who contribute nothing to the policy, except 
possibly a contact or friendship with someone who has the authority 
to write it? 

Mr. Knostock. We, of course, have only two instances in our own 
company where such administrative fees have been paid, namely, to 
Harry Epstein and to Dash & Love. We have no evidence at all of 
the word “kickbacks” that you have used. Asa matter of fact, in both 
vases we think that Harry Epstein and Dash & Love have done an 
outstanding job in administering the groups which they have. 
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Mr. Correr. Let's take the Epstein case first. He receives this regu- 
lar commission. 

Mr. Knosiock. He receives 20 percent graded the first year and 5 
percent flat, not graded, on renewals. 

Mr. Correr. His contract is different from other brokers’ and agents’ 
contracts that you have in respect to renewal. He gets a flat 5 percent 
on renewal ? 

Mr. Knostock. Yes, sir. 

Mr. Correr. In addition to that, he gets this contingent fee, or com- 
mission ? 

Mr. Knosiock. It is additional commission. 

Mr. Correr. The additional commission, paid out of the good earn- 
ings of the policy—I mean your bonus or dividend portion of the 
policy. 

Mr. Knostock. I think a better way to state it is that paying 10 

Mr. Correr. Not exactly, would it? You compute what your ex- 
penses and thus reduces the dividend or bonus which 1s p: ryable to the 
policyholder. 

Mr. Correr. But your records, according to the staff men who re- 
viewed them, reflect that this 10 percent that you gave E pstein was 
always computed from the dividend portion or the refund portion, and 
the refund was reduced that much. 

Mr. KNosiock. It will work out the same, Mr. Cotter. You add 10 
percent to your expense. 

Mr. Correr. Not exactly, would it? You compute what your ex- 
penses are, your taxes and normal contingencies, what you want to 
keep for profit, and then comes the dividend or refund portion. 

Mr. KNopstock. Yes, sir. 

Mr. Correr. If the claims experience is good enough after you get 
what you should have, the policyholder theoretic ally” gets the rest, is 
that right? 

Mr. Knoptock. Yes, sir. 

Mr. Correr. But in the Epstein cases, if my company happens to 
enjoy a good experience, then I am penalized 10 percent and Epstein 
gets it? 

Mr. Knorsiock. Yes, sir. 

Senator Atuorr. By the same token, Mr. Knoblock, doesn’t it also 
decrease the coverage of the union members by 10 percent? 

Mr. Knostock. The cove rage is not affected in any way. 

Senator Au.orr. They are getting 10 percent less insurance along 
the way than they would have gotten because that 10 percent is taken 
back and given to Mr. Epstein. 

Mr. Knosiocx. There is no additional premium involved. 

Senator Auxorr. If there is not an additional premium, then this 10 
percent would stay in the fund with which, by your experience table, 
if you decide that they should have a bonus, they could purchase 
10 percent additional insurance. It doesn’t matter where it comes out. 
You are depriving insured people, the union members, employees, of 10 
percent of the insurance they could buy with the money they are 
putting up. 

Mr. Knosrocx. Yes. It increases the net cost to the policyholder, 
yes, sir. 

Mr. Correr. Do you consider that a good practice? 
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Mr. Knosiocx. At the time we entered into these agreements with 
both Harry Epstein and Dash & Love, we had some question about 
it, but in both cases they assured us that they could do such an effective 
job of administration that they could almost guarantee that the 
groups would be profitable groups, and on that basis we agreed to 
enter into such agreements and it has worked out just as they indi- 
cated it would in most cases. 

Senator Douguas. In practice, do Dash & Love do any administra- 
tion? Epstein, we found, performs administration in paying claims, 
but do Dash & Love administer ? 

Mr. Knostocx. Yes, Senator. There is a lot more to administering 
a group program than paying claims. I think in the category of ad- 
ministration, you would have to include first of all the original con- 
tact with the prospective group, many, many calls—— 

Senator Dovetas. That is finding, so to speak. 

Senator Atxorr. Finding and selling. 

Mr. Knostock. Yes, finding the group and selling them. That in- 
volves in many cases a great many calls, a lot of legwork. In addition 
to that, after a group is once installed, we have frequently the prob- 
lem of delinquent premium from the various employer units. Some 
one has to follow up on that. We have the case of claim payments. 

Senator Doveias. Claim payments are not involved. 

Mr. Knosiock. In Dash & Love’s case they do not pay claims. You 
also have the case of claim abuses where individual ate are 
malingering, where there is excessive absenteeism, all of which affects 
the claim experience. 

Senator Atxorr. If they were not handling claims they would not 
be concerned with malingering. 

Mr. Kwnostock. They are. The fact you are not handling claims 
does not mean you are not concerned with the status of the group from 
a profit-and-loss standpoint. I think the average agent or broker is 
very much concerned with the fact that the group should, if possible, 
show a profit. Now, I don’t mean to imply that claims that should 
be paid should just deliberately not be paid. We pay all proper and 
legitimate claims, but there are many cases where the matter is abused 
considerably, and the agents and brokers can do a great deal for us in 
that regard. A|l of those things go to make up what we call the overall 
administration. 

Senator Arorr. The things that you say, then, Mr. Knoblock, which 
justify your position are (1) finding and selling, (2) the handling of 
delinquent premiums, (3) handling of claims where that is applicable, 
(4) the general situation of malingering, or problems akin to that, 
which tend to make the policy unprofitable for the company. 

Are there any other things which you have omitted, because I am 
going to pin you down to this later when I talk to you? 

Mr. Knostock. Sometimes in the actual solicitation of a group it 
is necessary to go and hold a meeting with the union shop stewards or 
the foremen. 

Senator Atxorr. I would like to ask you which is the biggest of all 
ofthese? Isn’t it the first one, by far—finding and selling? 

Mr. Knostock. Yes, sir. 

Senator Atxorr. Isn’t that covered by his commission? Isn’t that 
what you are paying him a commission for? 
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Mr. Knopitock. Yes, sir. That is true, Senator. However, some- 
times a particular broker or agent in controlling a group is going to be 
the one who is going to designate which Insurance company is going 
to get that risk, and the fact that a person does exercise such close 
control over a particular group may warrant the payment of some 
amount in addition to the regular standard commission. 

Senator Auxorr. In other words, in order to get the business you 
have to pay extra for it, to the broker; is that right ! 

Mr. Knostock. In the case of this Boot and Shoe Union that is what 
was done. 

Senator Atxorr. Just one other point on commissions. I would like 
to point out that if a man brought a policy to you and you only held 
it for 1 year, regardless of what he had done previously to develop that 
policy, you would figure that he was fully paid by that original com- 
mission, would you not? Without any additional kickbacks of any 
kind, or call them what you will, whatever they are ¢ 

Mr. Knostock. You mean he received first-year commissions from 
the previous carrier ¢ 

Senator Atvorr. Yes. 

Mr. Knostock. Yes; there is a lot of switching of group business 
going on in the industry today and the Washington National and, I 
think, many other group companies frown on the practice of switching 
group business. But in many cases you have to pay first-year com- 
missions over again if you are going to underwrite that business. 

Senator Auuvorr. Yes, but the point I want to make with respect 
to compensation for services is that if X brings a certain policy to 
you for a year and then takes it away from you at the end of that 
year, you certainly would consider that he had been paid by the 
original commission you have given to him? In other words, he is 
either underpaid or else you are giving him something extra for bring- 
ing this business to you, something that really, in my opinion at least, 
belongs to the people who are being insured. You may not agree 
with that. 

Mr. Kwostock. I think you are probably right. You are giving 
him something extra to bring the business to you. That is, in effect, 
what it amounts to. 

Senator Atiorr. That is all I have. 

Mr. Correr. Well, it may be a difficult question, but in that you 
have engaged in these practices, what do you think about the propriety 
of such practices under these circumstances ? 

Mr. Knosiock. I presume, Mr. Cotter, that you might say the prac- 
tical moral could be called wrong in some instances, but on the other 
hand, after having seen the excellent job done by the two brokers in 
question, we can’t find fault with it. 

Mr. Correr. Let’s take Dash & Love now. It just so happens that 
incident to the work that was done last year, Philadelphia was one 
of the cities of which a study was made; a committee staff member 
was in your field office last year and had a conversation with your Mr. 
Butcher, is it ? . 

Mr. Knosiock. Yes, sir. 

Mr. Correr. We have a memorandum on it. He outlined his serv- 
ices, what he did with respect to these policies, and the question was 
asked as to what Dash & Love did—and at that time we knew nothing 
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about Dash & Love—and we were told by your field agent that they 
didn’t do anything except they were the brokers and got the business. 

From our investigation this time around we have come to about 
the same conclusion. Now, undoubtedly they do some work, but they 
receive their original commissions and this contingent commission, or 
whatever you cs all it. It is not as large as in the Epstein case where 
you guarantee a flat 10 percent, but it does depend upon the favorable 
claims experience of the individual policies. In addition to that we 
have found this arrangement whereby they get half of the dividends 
of certain of the groups. 

Mr. Knosiock. Mr. Cotter, at that point I would like to make this 
statement, that the Washington National Insurance Co. had absolutely 
no knowledge of that agreement between Dash & Love and whoever 
the individual was. 

Mr. Correr. Do you feel that this may be a lesson, and that more 
concern should be shown by i insurance companies to see that the state- 
ments that show claims experience get directly into the hands of the 
policyholder ? 

Mr. Knosiock. Yes, sir. I think that, in eecepting verbal assur- 
ances from both Dash & Love and Harry Epstein that the unions 
knew of the commission arrangements which we made, we were very 
probably being naive in not getting something in writing. But we 
accepted verbal assurances. I think also that this 50 percent of the 
dividend certainly is a lesson to us and shows that these things have 
got to be checked very carefully in the future before any contracts 
of this kind are entered eha: 

Senator Atiorr. With respect to your own company policies, when 
you forwarded this information to your brokers did you for ward a 
carbon copy on which you said, “This is to be delivered to insured,” c 
anything like that, or did you ever instruct your agents they were - 
give the insured this information which you say you forwarded to 

them ? 

Mr. Knosrock. No, sir. It has been our practice to make up the 
bonus statements and issue the dividend checks and mail them either 
to our group offices or directly to the agents or brokers. We assume 
that they deliver the statement and the check to the policyholder. 

Senator Atxorr. I think Mr. Cotter has already brought out—and 
I think you have agreed with him—that such a policy would open the 
door to collusion and possibly fraud. I don’t say that you connived 
in it or were a part of it, or anything of the kind, but you agree that 
such a policy would open the door to ‘collusion 2 

Mr. Kwnostock. I think this could open the door to collusion. 

Senator Atiorr. Also, do you agree that if these policyholders, who 
are actually putting down their own money for coverage, knew of 
these additional payoffs, knew what the original commissions were, 
and knew of the additional commissions, they would then—wouldn’t 
that tend to break the hold that certain people have in being able 
absolutely to control this business, regardless of the circumstances, 
and put it with one company or another company, wherever they can 
jerk out the highest deal ? 

Mr. KNosiock. Yes, sir. I think this could tend to do that. 

Mr. Correr. Now, going to your arrangement with Epstein. In 
almost all his cases he is designated as administrator and gets an ad- 
ministrative fee. Was not that a signal of some abuse to you? 
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Mr. Knosiock. To be very frank, Mr. Cotter, 1 was not familiar 
with the details of that arrangement. I would like to point out that, 
being in charge of the entire industrial group business of the Wash 
ington National Insurance Co., it is impossible for me to be familiar 
with all of it, all of the myriad details of each one of these particular 
situations. You must delegate responsibility and authority to other 
people, and I was not too familiar with that situation. 

Mr. Correr. Who would be familiar? Mr. Smith ¢ 

Mr. Knositock. Mr. Smith would be familiar with it. 

Mr. Correr. Mr. Smith, what did you think about it ¢ 


TESTIMONY OF CYRIL D. SMITH, AGENCY SUPERVISOR, 
WASHINGTON NATIONAL INSURANCE CO., EVANSTON, ILL. 


Mr. Smrrn. Well, as you know, our premiums were loaded 5 per- 
cent to pay any administrator’s fee for any administration work which 
he may have to do on the case. 

Mr. Correr. As far as Harry Epstein is concerned, that meant prac- 
tically every case; didn’t it? 

Mr. Smiru. I believe most of his cases do have administrators; yes. 

Mr. Correr. You were paying him the regular commission, a con- 
tingent 10 percent fee or commission, and then you later granted that 
10 percent, so whether the experience was good or bad you paid it to 
him. Then what did you think this administrator was doing who got 
the additional 5 percent ? 

Mr. Smiru. I believed, as I pointed out to Mr. Turner and Mr. 
Kuhl, the individuals who were involved in the particular union cases 
did actually do some administrative work. 

Mr. Correr. How many administrators did you have on this case 
You people certainly did some administration and you claim the rea- 
son that you gave E;pstein so much money was that he was doing so 
much; and, in addition to that, another 5 percent went to someone 
named X. 

Mr. Smirn. It is my understanding that that man’s 5 percent was 
paid for his work in contacting the individuals within the union, mak- 
ing them conversant with what the insurance program was, receiving 
and helping them complete their claim forms which that individual 
would then forward on to Mr. Epstein for review and payment. 

Mr. Correr. You can’t justify it, can you, Mr. Smith ¢ 

Mr. Smirn. Only in the respect I have just mentioned. 

Senator Doveras. Isn’t it true that these men were union officials 
in virtually every case? 

Mr. Sarru. I believe they were shop stewards. 

Senator Doveras. And they were drawing a salary as union offi- 
cials? 

Mr. Smiru. I presume so. 

Senator Doveias. And this work was being done on union time? 

Mr. Smirn. That I don’t know. Maybe and maybe not. I don’t 
know when these men might hold meetings with the union people to 
explain what the program might be. 

Senator Doveras. I would like to point out that I am assuming 
something which may not be true when I say that any work was done. 

Senator Attorr. Well, Mr. Smith, looking at the situation as Mr. 
Cotter has outlined it to you, where you are paying a man 10 percent 
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which we will assume he earned in the first instance, then you pay 
him another 10 percent which Mr. Knoblock has indicated might be 
for the fact that he controlled the business, and then in addition you 
pay out 5 percent to a bunch of union officials. Don’t you think that 
it would cause any prudent man to look at it very carefully with the 
idea that maybe he was buying off people to control their surance / 

Mr. Smirn. I don’t know whether Mr. Epstein would be buying 
off anyone or not. It is possible that the union—in fact, I know of 
one case, and Mr. Turner and Mr. Kuhl have seen this letter in our 
office—where a union has specified that a certain shop steward is to 
get a specific amount of money which we will say is $5 a month, and 
which later was revised to 5 percent per month for the handling of 
this particular work that was to be done by the shop steward. 

Senator Atiorr. Where they are handling the claims; yes. But 
this reminds me so much of the situation which existed with the Laun- 
dry Workers’ Union in Philadelphia, Local No. 10, I believe, in which 
the same thing was true. It is all over the country. We know that; 
but we ran across it in this particular case and the committee, I am 
sure, was very critical of that situation. It seems to me that any pru- 
dent man, looking at such a situation, would have to look at all his 
cards and say, “I don’t know whether I want to get in such a mess as 
that or not.” 

Mr. Smrrn. That is correct; and you will be interested in knowing 
that that is no longer done by Washington National—having a 5 
percent load on a case for the administration. 

Senator AtLorr. However this is accomplished, the committee knows 
there are certain things that have to be performed in connection with 
these policies. 

Mr. Smrrn. Yes, sir. 

Senator Atxorr. There has to be the original selling and the things 
that Mr. Knoblock enumerated. After the policy is sold one of the 
most important, of course, is the servicing of the claims, and somebody 
has to pay for that. If the insurance company does it, it has to come 
out as an expense. If the agent is going to handle it, then certainly 
he is entitled to it. If the union is going to handle it, then they are 
entitled to it. But certainly two different people are not entitled to 
it, and certainly also I think as a matter of good business practice, 
and looking toward the future legislation, shouldn’t the union mem- 
bers themselves know who is being paid what for what services, so that 
they know in the end result that if they pay so many dollars in, they 
have a right to get so many benefits out? Don’t you agree with that ? 

Mr. Smirn. Yes, sir. 

Senator Axvort. I think that is all, Mr. Cotter. 

Mr. Corter. I don’t think I have any more questions of these two 
gentlemen. I would liketostart around the table. 

Senator Anxorr. All right. 

Mr. Correr. Let’s start clockwise. That will make for a clear rec- 
ord, Mr. Chairman. We will take each individual in turn, regard- 
less of whether he is in Newark or elsewhere. Perhaps we should 
just confine ourselves to Dash & Love and the Philadelphia brokers 
first. 

Mr. LoCasale, you are secretary of the Meat Cutters and Butch- 
ers Union of America. I think when staff members interviewed you 
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originally you said that Dash & Love didn’t do anything with respect 
to this business except as the broker—that is, the administration was 
done by the local office, Mr. Butcher’s office. 


TESTIMONY OF VINCENT LoCASALE, SECRETARY, AMALGAMATED 
MEATCUTTERS AND BUTCHER WORKMEN OF NORTH AMERICA, 
AFL, PHILADELPHIA, PA. 


Mr. LoCasate. Correction there. The statement I made to Mr. 
Turner was that I didn’t know about any administration, but I did 
know that when we had a problem of a claim that was not being paid, 
or wasn’t being handled properly, we contacted Dash & Love. I spoke 
to Mr. Turner before and sometime earlier this morning. 

When I received this summons to appear, I wanted to make sure 
I had all the facts straight. I checked with the girl who handles 
health and welfare and I asked, “What procedure do you go through 
when there is a claim that comes to the office from one of the mem- 
bers?” She said, “Well, we contact Dash & Love and get the claim 
forms and we get the forms filled out by the individual member and 
then forward those to the Washington National for processing.” 

Mr. Correrr. To Mr. Butcher’s office ? 

Mr. LoCasate. Yes, sir. 

Mr. Correr. So Dash & Love handed out the forms ? 

Mr. LoCasate. That is right. 

Mr. Correr. I guess the reason why you made this arrangement 
with Dash & Love to split the dividend with them was because you 
called on them once in a while? 

Mr. LoCasatez. I wish you would correct that. There was no split- 
ting of anything. 

Senator Dovenas. You do not split the dividend ? 

Mr. LoCasate. I would like to get that straight for the record. 
There is absolutely no money at all that comes into Local 195 for any 
health and welfare insurance. 

Mr. Correr. It is entirely my fault. Do you have anything more to 
add concerning the testimony / 

Mr. LoCasax. I would like to clarify for the record some state- 
ments Mr. Turner made. We have three groups, as Mr. Turner ex- 
plained. We have Amalgamated Groups 1, 2, and 3, on which the 
union holds the master policy. Now, there is a reason for that. {ve 
— many small operators in the meat industry that employ 1, 2, 3, 

1.5 people, 8 people, and in the State of Pennsylvania you can’t get 
group insurance unless you have 25—it used to be 50. We prov ide 
in our contracts the specified cover: ‘a that the employer must have 
“— ible for his employees. We don’t specify where it is to be bought 

‘anything else. He 1s to place the insurance. In fact, our contract 
oan ifically states—if you want, I can read it into the record as I have 
au copy of the contract—the coverage, $2,000 life, double indemnity 
for accident and death, etc., and Blue Cross and Blue Shield coverage 
or its equivalent. 

We don’t even specify Blue Cross or Blue Shield. We say Blue 
Cross or Blue Shield or its equivalent. They can put it with a carrier 
if they desire. We further say that the employer shall place this 
coverage with a carrier of his own choosing. There is absolutely no 
money whatsoever transacted with our organization or any employer. 








1264 WELFARE AND PENSION PLANS INVESTIGATION 


Mr. Corrrr. I don’t think Mr. Turner left the implication that 
there was any duress. 

Mr. LoCasatr. I want the record to show that because we are very 
proud of our record in our organization. 

Mr. Correr. I think we might ask you why, as long as this was one 
group, even though it may have been broken down into units, you didn’t 
concern yourself sufficiently to find out whether commissions were be- 
ing paid separately on the three units? 

Mr. LoCasate. I don’t know that they are. I don’t know that Mr. 
Turner made that statement in the record. I understand he made it 
for the Boot and Shoe Workers, but I don’t know if there are separate 
commissions being paid now. 

Mr. Correr. I think the testimony will bear me out, will it not, Mr. 
Smith? 

Mr. Smirn. Probably Mr. Butcher or Mr. Dash or Love can tell 
you better than I. 


TESTIMONY OF EDWARD J. BUTCHER, GROUP SUPERVISOR, WASH- 
INGTON NATIONAL INSURANCE CO., PHILADELPHIA, PA. 


Mr. Burcner. I believe on the 1, 2, and 3 groups the commissions 
are paid on each unit, but not on each unit of the unit. In other words, 
the company that has 15 employees does not pay a commission on each 
of them. It is on each individual unit. In other words, there is com- 
mission paid on the three cases. 

Mr. Correr. But it is all one local. 

Mr.-Butcuer. All one local, but three different sets of coverages. 

Mr. Correr. You are not talking about coverages. You are talking 
about policies. 

Mr. Burcuer. I am talking about policies and that pertains to cover- 
age. 

Mr. Correr. How many policies are there? 

Mr. Burcurer. Amalgamated 1 group has accident and life and 
health insurance, death and dismemberment; No. 2 has life and acci- 
dent and health; No. 3, life, death, dismemberment, accident and 
health, surgical, and dependents’ coverage. 

Mr. Correr. Are you suggesting that they couldn’t be combined into 
one peas 

Mr. Burcuer. Not very well, with those variations. One is—you 
can help me on this, Jack—one is the hotel and restaurant division, and 
I don’t know what the correct name of 1 and 2 would be. 

Senator Dovueias. Are they combined into 3 policies or 9 policies? 

Mr. LoCasatz. I might clarify, if I may. 

Senator Doua.as. I asked this question of Mr. Butcher: Are the 3 
groups separated into 3 policies, or into 9 policies; namely, 2 plus 3 
plus 4? 

Mr. Knosiock. I might tell you that we issue a separate master 
policy on each separate coverage, so if there are 3 groups and they 
each have life insurance, we would issue 3 group life master policies. 

Senator Doveras. One of these groups, I believe it was group No. 
2, had 2 policies. 

Mr. Burcuer. Life, accident and health. 

Senator Doveras. Accident and health are consolidated ? 
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Mr. Burcuer. Accident and health make up one policy, life another 
policy. : 

Senator Dove.as. That istwo policies. Group 1 had 3 policies. 

Mr. Burcuer. Life insurance, accidental death and dismemberment, 
and accident and sickness. 

Senator Doueias. That makes 3, so 3 plus 2 makes 5; group No. 3 
would have—— 

Mr. Burcuer. They would have 4 plus dependents’ coverage; that 
would be 4 

Senator Dove.as, Five plus four equals nine. 

Mr. Burcuerr. Yes, sir. 

Senator Douetas. You have nine separate policies, and the com 
missions are paid on each policy separately ¢ 

Mr. Burcuer. I couldn’t answer that, Senator. 

Senator Doveias. Who can answer it ¢ 


TESTIMONY OF MORRIS 0. LOVE, PARTNER, DASH & LOVE, 
PHILADELPHIA, PA. 


Mr. Love. I can answer that, sir. ‘The commissions are paid on the 
life insurance and they are paid on the combined casualty coverages 
So regardless of the number of policies there might be, de pending on 
the different coverages, for each group you would have just 2 policies 
or 2 commission schedules. 

Senator Dova.as. Well, now this is very simple; 1 group has 
policies, group 2; group 1 has 3 policies; group 3 has 4 policies. The 
commissions presumably are reckoned on each policy separately, ‘That 
is what the testimony is. 

Mr. Love. No, sir. I didn’t make that clear. 

Senator Dove.as. To how many different groups are you paying the 
20-percent decremental scale ¢ 

Mr. SmirnH. Three groups—Amalgamated 1, 2, and 3. Then we 
have life insurance, each of the 3 life | policies on each of the 3 groups. 

Senator Dove.as. Then there are ids 

Mr. -Smiru. No. This is 1 policy for each of the 3 groups. 
There would be 1 commission on the 20 percent graded the — year; 
percent graded renewal paid on life insurance for group 1, group 
2,and group 3. 

Senator Doveias. That would be three / 

Mr. Smiru. That would be three. 

Senator Doueias. And— 

Mr. Smirn. Then you ha ive » all of your casualty lumped together : 

casualty coverage only. That includes your accident, sickness, ieee 
pitalization, surgical and accidental death and dismemberment. 

Senator Doucias. Then plus 3 equals 64 

Mr. Smiru. This is lumped into one. Instead of taking the pre 
mium received from the A and H and paying commission on that, 
on the 20 and 5 graded scales, you add the premiums from the A and 
H to the premiums from the hospitalization to the premiums from 
the death and dismemberment and pay 1 graded commission scale on 
the lumped premiums for those 3 parts of the casualty coverage. 

Senator Dovaias. The three groups are taken together? 

Mr. Smirn. Yes, sir. 
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Senator Doveias. Three plus one equals four / 

Mr. Knostock. That is right. 

Mr. Suiru. Three plus one equals four; but 3 times 1 is 3, and 3 
times 2 is 6, so it would be 6 sets of commissions; that is correct. 

Senator Douetas. So it is six? 

Mr. Smirn. That is right. 

Senator Doveras. Then you get 20 percent on the first block on 
each of these 6 groups. 

Mr. Sorrn. It would be possible, and our old contracts used to 
contemplate paying the 20 and 5 on each part of the casualty coverage. 
Now, as Mr. Love ‘has mentioned, on his contract, all of the casu: alty 
coverage is lumped into 1 premium, and we grade the commissions on 
the premiums of the lumped 3 parts. 

Senator Doveias. Now, let’s get a definite answer. Are there six 
different policies, shall we say, upon each of which this decremental 
scale is applied ? 

Mr. Knosiock. For purposes of paying commissions there are six. 

Senator Douatas. That is fine. 

Mr. Smiru. That is true. 

Senator Doveias. Why couldn’t you have said that in the first place 

Mr. Surru. I did. 

Mr. Correr. Are you taking into consideration the third group 
when you say there are six ? 

Mr. Suir. What third group do you mean? 

Mr. Correr. There are three groups. 

Mr. Smirn. Yes, 3 groups, and you pay life commissions on all « 3, 
and you pay casualty commissions on all 3. That is 2 times your 3 
groups, giving you a total of 6. 

Mr. Corrrr. The third group, not to get back into the same thing, 
covers Officials of the union; is that r ight? 

Mr. Love. This covers more than the officials. It includes the 
officials and certain other plants, certain other employer units; that 
is correct. 

Mr. Correr. You have the officials of the union in the third group, 
and they have higher coverage. 

Mr. Lovr. Yes, sir. 

Mr. LoCasaue. I would like to make a correction. 

Mr. Correr. I still would like to come back to the original question : 
Why wasn’t consideration given to consolidating all policies within 
the same union so you would reduce your cost factor considerably 
through combining your premiums instead of segregating them 
among the various groups 4 

Mr. LoCasarr. I think from what I gather your question is, why 
weren’t groups 1, 2, and 3 consolidated into 1 group? I think the an- 
swer to that goes back, way back further than the time of the Washing- 
ton National. 

Mr. Correr. Why do you have to go back so far? Couldn’t you have 
stopped it and done it at any time ? 

Mr. LoCasarr. I am afraid we couldn’t. I can give you the ex- 
planation if you will allow me. 

Mr. Corrrer. You go right ahead. 

Mr. LoCasa.e. We did not get this welfare program established 
at one time. The original group, the first group within our industry— 
we are broken down into about five different segments in our industry : 
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hotel and restaurant supply group, beef boners group, beef group, 
packinghouse, cattle slaughterhouse group, retau field, fish group, 
poultry group, and so forth. The first group in which we were able 
to establish a health program for our people was the poultry group, 
and I think that is where group No. 1 originated. 

Then we went into the hotel and restaurant supply group, and that 
was the second group in which we were able to establish a health and 
welfare program. So you get away from the poultry group and you 
go into the hotel and restaurant supply group, and that is another 
small group comprising maybe 300 people. They established it. They 
couldn’t get coverage of their own. Some of the employers in that 
hotel and restaurant supply group had more than 25 people within 
their employ, so they had the right to go out and place their coverage 
with any carrier of their own choosing. As a result, we wind up with 
three different groups, hotel and restaurant supply, beef boners group, 
poultry group, and of course the executive board of our local union. 

If I may be permitted, if 1 am not out of order, | would like to make 
a further correction. The officials of the union don’t get any more 
insurance coverage than the members have. Our executive board 
gets the same coverage as the rank and file members and the officials 
of the union. 

Mr. Correr. Iam glad you stated that. 

Mr. LoCasate. They get exactly the same coverage. If I may be 
permitted, I would like to read that. We established that as a condi 
tion of the contract. 

Mr. Correr. I think as long as you state that they get no more, that 
is sufficient. 

Mr. LoCasate. We get exactly the same coverage as our rank and 
file members get. 

Mr. Correr. I don’t want to belabor this, but what IT meant is that 
when we sent out for information to Washington National, these 
— came back as on one line. In other words, the premiums and 
the claims experience were together. If the policy had been written 
that way, or if you would stop and write it that way at any time, you 

can see'the savings, can you not ? 

Mr. LoCasare. I would assume there would be. We have nothing 
to say about where the employer places coverage. 

Mr. Correr. Is it all coincidence that it goes to just one company ? 

Mr. LoCasatz. No. This was not originally in Washington Na- 
tional. 

Senator Dove.as. It is accidental that Dash & Love have written 
all these policies? 

Mr. LoCasatzr. Dash & Love only write about 5 percent of the 
entire coverage in local 195. They have presently groups 1, 2 and 3, 
which comprises maybe a totai of between 500 and 600 people, and 
then they have 5 other individual policies that they wrote on their 
own, because the employer has a right to place his own insurance 
coverage, and evidently—I assume that Dash & Love’s competitive bid 

was lower than the others. 

Senator Doveras. Who carries the rest of it? 

Mr. LoCasatez. Travelers, Metropolitan, Continental—wherever the 
employer has a relative who is a broker, that is where he places it. 

Senator Doueias. I wondered when that was coming out, because 
there is a good deal to that. We have been talking about favoritism 
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in the placement of insurance. There is a good deal of nepotism run- 
ning all through it. 

Mr. LoCasate. You mention an insurance company and somebody 
in our group is covered by that carrier. We have some 7,000 members. 
You can readily appreciate that we are only five small employers, 
plus groups 1, 2, and 3, and it is a necessity that they go into one 
group because they can’t carry their own insurance. They are smaller 
than 25. You can readily see they only carry a small percentage. 

But in any case I wanted to clear for the record that while we hold 
the policy on groups 1, 2, and 3 of the Amalgamated, payments are 
made directly to the insurance company and no money whatsoever 
comes into local 195. 

Senator A1rsorr. Mr. LoCasale, did I understand you to say that 
Dash & Love only control a small part of your business ? 

Mr. LoCasate. Yes, sir. 

Senator Atxorr. Would you estimate what percentage of it they 
do? 

Mr. LoCasate. I can give you a very rough estimate immediately. 
I don’t think there are more than 700 or 800 people all told covered 
by Dash & Love, and I would venture to say that exclusive of the meat 
cutters—that is what we classify as the retail field—there are about 
5,800 or 5,900 people covered with insurance, so if you take 700 or 
800 of the other, you would get your percentage. 

Senator Atxorr. I would like to refer back to Mr. Knoblock’s state- 
ment that these additional payments were justified because these 
brokers control this business. What does a broker have which enables 
him absolutely to control business which is in the hands of other 
people ? 

Mr. LoCasatr. I wouldn’t venture a guess on that, sir. I am not 
‘familiar with their procedures or anything else. All we do, as I 
said before, is to prescribe a certain insurance coverage for our people, 
and we also prescribe in our contract, if I may read it—it is only a 
sentence—you will see the position we are in as far as the union is 
concerned. I don’t want to be out of order. 

Senator Atiorr. Go ahead and read it. 

Mr. LoCasauz. We state the program, life insurance, and so forth, 
then we proceed : 

The foregoing program is subject to the detailed provisions set forth in 
policies placed or to be placed by the employer with insurance carriers or other 
agencies of his own choosing. 

So I don’t know what connection there could be because an employer 
has the right by contract. 

Mr. Correr. I think it would be interesting if you described the 
manner in which you handle dividends for the record. 

Mr. LoCasate. I would be very happy to. We received two checks 
for dividends; unfortunately, I don’t have the breakdown, but I gave 
it to Mr. Turner when he was in. 

We received 2 checks for dividends. I don’t remember the groups— 
either groups 2 and 3 or 1 and 2—I don’t remember which. But we 
took the amount of the check and we took a proportionate percentage 
of the premiums paid by the individuals within that group and paid 
back to them the percentage that they had paid in premiums; we paid 
back to them that percentage of the dividend check we received. 
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Mr. Correr. You mean to the employers? 

Mr. LoCasate. That is correct. I don’t have the breakdown. 

Senator Atxvorr. You did ascertain yourself it went back to the 
employers? 

Mr. LoCasatez. Yes, sir. 

Senator Doveias. Did you ever see the statements on groups 1, 
9, and 3% 

Mr. LoCasate. I did not. 

Senator Dovetas. They were never passed on to you? 

Mr. LoCasate. No, sir. 

Senator Doveias. You would like to have seen them, wouldn’t you ? 

Mr. LoCasate. Yes; after Mr. Turner spoke to me Il would have 
been pleased to look at them. 

Senator Dovetas. It is true, I think—the staff may correct me if 
IT am wrong—that the statements by Washington National Insurance 
Co. had included in them the sentence that the policyholders were 
intended to see them. Didn’t you have a sentence in the statements 
which you sent out that they were for the benefit of the policyholders ¢ 

Mr. Knostock. No, sir. There was nothing stated in the bonus 
statement that any one was to see them. We assume when we make up 
such a statement that the policyholder will see it, though. 

Mr. Smirn. If I may say—— 

Mr. Correr. Didn’t your Chicago letter say anything about delivery 
to parties ! ! 

Senator Dovetas. May I interrupt just a minute? When you sent 
out these bonus statements, did you include any covering letter with 
the statement that these should be shown to the individual / 

Mr. Kwnopstock. Generally speaking, the letter of transmittal along 
with the bonus statement will always contain information to the ef- 
fect that we assume you will see to it that the yroper party gets this, 
and if there is any question concerning the calc wat ion, some one will so 
advise us. I can’t be specific on it, but generally we do include 
that. 

Senator Dovaias. I wanted in justice to you to have that fact 
brought out. 

Mr. Siri. And a co »y of the bonus statement is attached to the 
original, both an origin: al and a copy. 

Senator Doveras. So the copy can be given to the policyholder ? 

Mr. Smiru. Ordinarily, the original is given. 

Senator Atuorr. I asked that same question a half hour ago of you, 
Mr. Knoblock, and it was answered in the negative. 

Mr. Kwostock. I didn’t understand the question, Senator. We do 
make up an original and along with the original of the bonus state- 
ment, we also include a carbon « copy which goes out with the original. 

Senator Atiorr. I asked that specific question, if carbons were for- 
warded for placing with these people and the answer was in the nega- 
tive. 

Mr. Knosiock. I am sorry. I didn’t understand your previous 
question. 

Senator Attorr. They do go out in duplicate ? 

Mr. Smiru. An original and two ¢ opies are made, one copy is kept 
at the home office, one copy is sent to the group office along with the 
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original, which is to be delivered to the individual who is to receive the 
bonus. 
Senator Atxorr. That is all. 


TESTIMONY OF MICHAEL TESORO, EASTERN REPRESENTATIVE, 
BOOT AND SHOE WORKERS UNION, AFL, PHILADELPHIA, PA. 


Mr. Correr. Mr. Tesoro, you are eastern representative of the Boot 
and Shoe Workers Union ¢ 

Mr. ‘Trsoro. Yes, sir. 

Mr. Correr. Did’ you have an arrangement with Dash & Love as to a 
50-percent split of dividends 4 

Mr. Tesoro. I did. 

Mr. Correr. Do you have that agrement with you / 

Mr. Trsoro, No, I do not have that agreement with me. Since the 
time that Mr. Turner was in my office, I have been looking high and 
low for that agreement. I called up Mr. Dash to find out if he had 
a copy, and he tells me he can’t find his, either, so finally I came to the 
conclusion that due to the fact I can’t find it, what actually took place 
was that we talked about it, we agreed upon it, but the paper probably 
never came, and we never signed such agreement, but that was the un- 
derstanding, and that was the agreement as Mr. Turner reported to 
you. 

Mr. Correr. Just a minute, now. I think that some effort was 
made by Dash & Love to find the paper, too, at that time. Were you 
under the impression that you had a written agreement, and have 
since decided it was an oral agreement ? 


TESTIMONY OF J. WARREN DASH, PARTNER, DASH & LOVE, 
PHILADELPHIA, PA. 


Mr. Dasu. I clefinitely was, Mr. Cotter. As a matter of fact, when 
Mr. Turner called me, I believe we made an appointment for that 
Monday, I started to look for it. He specifically asked me if I could 
locate my copy and I told him I was certain that I could. 

I couldn’t find anything in any of the files. I spoke to Mr. Love, my 
partner, and asked him if he thought he knew where it might be. He 
said that he did not recall ever having seen a written memorandum on 
it, although he knew we had such an understanding with the union. 
I insisted we must have reduced it to writing. 

In the original conversation with Mr. Tesoro, in which this was de- 
veloped, it was agreed that some memorandum in writing should be 
created and signed by the respective parties. Apparently, it wasn’t 
done. I always felt that there was such an agreement. Time creates 
that impranton. But I haven’t been able to locate it. 

Mr. Correr. I don’t suppose it is pertinent at all, but Mr. Turner 
came away thinking there was. 

Mr. Dasu. I gave him that impression. 

Mr. Tesoro. I, too, gave him the same impression. 

Mr. Das. Had I any doubts as to its being reduced to a memo I 
would have so indicated to Mr. Turner. 

Mr. Correr. I think it immaterial as to whether it is in writing or 
oral, but why was this arrangement entered into? You have heard 
testimony, Mr. Dash—— 

Mr. Dasn. Yes, sir. 
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Mr. Correr. As to the various commissions and contingent com- 
missions and fees you received. Why did you ask and get Mr. ‘Tesoro’s 
consent to take half of the dividend on the policy ¢ 

Mr. Dasn. If I may answer that by going back, I think we will 
bring out a clearer picture of the situs ition. This case was originally 
underwritten by the Continental Casualty Co. It developed a bad 
experience. Continental indicated that 1 of 2 situations would de 
velop: (1) Either a substantial increase in premium of approxi 
mately—and this is from recollection—of possibly 50 percent; it 
could have been more, or (2) they wanted to get off the risk. 

This was some time during the summer or early fall of 1951, I be 
lieve. We induced Continental to remain on until the end of the year. 
It was either December of 1951 or January of 1952 when the Washing- 
ton National took over. 

This arrangement with Mr. Tesoro, however, did not develop at 
that time. There was no arrangement then. I received a call some 
time in the early part of 1952 from Mr. Tesoro in which he indicated 
he wanted to speak to me. i went over to his office. 

He told me he was being swamped with detail on group insurance. 
The changeover had apparently created quite a disturbance. He 
wanted to be relieved, as I remember, of : any and all problems relating 
to the insurance. Some of these created quite a situation, because the 
boot and shoe union is distributed throughout the State. For example, 
a claim problem in Wilkes-Barre meant at least a day’s traveling up 
and back, if it can be resolved in 1 day. 

I indicated to him that we would be perfectly happy to have any 
an all problems thrown upon us. However, we felt that some addi 
tional compensation would be in order. It was then agreed—and I 
believe it was my suggestion—that if any dividend ever developed we 
would accept half of it in consideration of this extra work. 

Mr. Correr. Did you at that time tell him you were already getting 
an additional contingent commission or fee with respect to those cases / 

Mr. Dasnu. I did not tell him, and we had not received anything and 
would not receive anything, and if we can defer that for a moment, 
Mr. Cotter, I would like to finish the e xplanation on this arrangement. 
Now, we made this arrangement on a case which a previous carrier had 
discarded as being unprofitable. 

Mr. Correr. Were you the agent for the previous carrier ? 

Mr. Dasu. Yes, sir. 

Mr. Correr. Who was this man Goodstein ? 

Mr. Dasn. He was general agent for the Continental Casualty. 

Here was a case that had gone bad. The company demanded a very 
substantial increase in premium and it was not likely, unless something 

radical was done, and that phase of it develops with the arrangement 
made with the company, and we were only asking that if we could 
improve this case and also take off this man all the burdens involving 
the case we were willing to look forward to repayment for these serv- 
ices at some future date, if any. 

Mr. Correr. You weren’t improving the service on the case by tak- 
ing an extra pound of flesh; were you? 

Mr. Dasn. No, sir; we were taking on additional burdens that a 
broker does not have to do. 

Mr. Correr. Let’s see what burdens you were taking on. You 
switched over the case. 
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Mr. Dasu. We did not switch the case. We were compelled to place 
it with another carrier. There is a difference. 

Mr. Correr. I had a connotation there that I didn’t mean to imply, 
but you age it with another company, a company which had a field 
office right in your city that administered the iene on this business. 

Mr. Dasu. That is right. 

Mr. Correr. So what was all the work that you did that entitled you 
to your commission, plus this extra arrangement, plus half the divi- 
dend ? 

Mr. Dasn. When this case was replaced from the Continental, or 
when negotiations were conducted with the Washington National ona 
replacement of it, there was in Philadelphia 1 man, Mr. Butcher, and 
1 young lady had the office. 

Mr. Correr. Was Mr. Smith there at that time ? 

Mr. Dasu. I believe Mr. Smith left for the home office. 

Mr. Smirn. September 1951. 

Mr. Dasn. I don’t recall. It was around that time. I did speak 
with Mr. Smith as to the possibility of placing this case with the Wash- 
ington National prior to his leaving Philadelphia. He was not there 
at the time. 

I contend, and I believe Mr. Butcher will acknowledge the fact, 
that it would have been physically impossible for him to have 
handled the detail work in transferring this case, physically im- 

ossible. He could not have because he was one individual. He was 
involved with teachers groups, and supposedly other groups that I 
am not familiar with, and his office had, I believe, substantially all it 
could do with that. 

Mr. Correr. Did you take over the administrative files on this 
ne and the other groups on which you got this special arrange- 
ment 

Mr. Dasu. When you say administrative files, Mr. Cotter, would 
you elaborate on that? I don’t quite follow what you mean. 

Mr. Correr. I think it is self-explanatory. Did you ever administer 
the claims on either of these groups ¢ 

Mr. Dasu. We did not. We discussed it. I don’t know whether 
it was Mr. Smith. I know Mr. Butcher was present. We offered to 
handle the claims. It was indicated by Mr. Butcher that he felt he 
could handle the actual issuance of the drafts. We said we would 
try it on that basis. 

However, the preparation of the various proposals, the meetings 
with various committees, the actual signing up of the groups, the 
traveling, was done sometimes in conjunction with Mr. Butcher and 
sometimes without him. 

Mr. Correr. Of course, that is all part of a broker’s job; isn’t it? 

Mr. Dasn. That is right, but the Washington National in my 
opinion would have had to install additional help to handle these 
cases. Here were not 2 contracts with 2 firms, but many contracts 
with many firms. As Mr. LoCasale pointed out, these various groups 
A, B, and C consist of possibly 50 different owners. An owner may 
have 1 person working for him. We have some of that type. Some 
have2. Some have 10. These had to have individual attention. They 
create as much work and require as much effort as a case with a 
hundred people. 

Senator Doveias. Do you collect the premiums, Mr. Dash? 
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Mr. Dasu. No, sir. Premiums are sent directly to the local office. 

Senator Dove.as. There is a point, then. The local office under 
Mr. Butcher both collects premiums and pays benefits. 

Mr. Dasn. That is right, sir. When we made this arrangement that 
has been referred to with the Washington National, here again was a 
situation where a case was bad and could easily continue to have a bad 
claim experience. It represented the same coverage and the same 
people and the same rate. We feel that we saved a substantial pre- 
mium for the various employers by getting the same rate after the 
original company asked for a possible 50 percent additional premium. 

We did point out at that time, and as I say it might have been to 
Mr. Smith or Mr. Knoblock, that we felt as these claims came in, 
if they were reviewed by either us or Mr. Butcher, we could pick out 
what we felt was the worst phase of the claims situation, namely, 
malingering. To do that, we would notice any case that obviously 
was going beyond the normal] duration for that type of illness or injury. 

We suggested and discussed and did appoint physicians where we 
felt it might do some good, and referred some of these cases to them. 
We met with committees at various times, pointing out to them that 
here was a case which had gone bad and if it continued to go bad, either 
the coverage would be reduced or there would be no coverage, because 
the employers were not committed to pay a premium beyond a certain 
dollar amount which apparently had been arranged in the contract 
with the union. 

It started to have some effect. And a case—although the extent of 
the work that was put into it can’t be seen by describing it—which 
had been very bad, where a 50 percent, or approximately, that is 
merely a recollection, additional premium had been asked by a pre- 
vious carrier that had 2 or more years of experience became good, 
and we based our potential return on this administration fee on our 
ability to bring this case into line. 

We were successful. We therefore benefited Dash & Love by this 
agreement, we benefited the Washington National in that they did 
not lose what Continental might have lost or did lose, we benefited the 
union in that it would not require an additional charge, and we 
benefited the employees. 

Senator Dove.as. Mr. Dash, let me ask you some questions. How 
did you do this? How did you cut down claims? How did you 
reduce malingering, if it occurred, and so forth? 

Mr. Dasu. Senator, when the case was originally with Continental 
they had a staff, a claims staff, which handled the matter exclusively. 
We were called from time to time by local 195 but basically we did not 
get involved unless they felt the claim had not been properly handled 
or was not being paid properly. Continental just routinely paid these 
claims. We felt that was the reason for the adverse loss ratio. 

Mr. Correr. You got 13.8 percent. 

Mr. Dasu. I assume that is right. 

Mr. Correr. On all the gross premiums on all the business that 
you wrote with Washington National. Do you think that is justified 
on that amount of business? 

Mr. Dasu. I do, sir, because of the experience in this case. 

Senator Atiorr. Why didn’t you make this same agreement with 
the meatcutters ? 
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Mr. Dasu. There is a difference there. Now, when Mr. Turner 
asked me that question—— 

Senator AtLorr. Before you answer that, I am going to ask you 
if you didn’t tell Mr. Turner when he asked you that same question 
that it just simply didn’t occur to you? 

Mr. Dasu. I just started to say that, Senator. When Mr. Turner 
asked me that question I facetiously s: aid to him I didn’t think of it, 
or words to that effect. However, that was not the true case, and 
was only intended to be a facetious remark. 

You asked me why it wasn’t done with the meatcutters. There is 
a vast difference. The meatcutters group has some 6 or 7 business 
representatives, all of whom have constant contact with the sean we 
insured at the time. ‘They go to these various plants in the course of 
their activities, and meet w ith these people. Complaints are referred 
to them; they would then call us. 

Senator Atiorr. What part does Mr. Tesoro play in this thing? 
Doesn't he have any obligations to his union membership ? 

Mr. Dasn. Very definitely, sir, but there isa difference. Mr. Tesoro, 
from what I have seen of his operations, travels extensively. ‘These 
men are all local men, with 1 or 2 exceptions. 

Senator Auxorr. If he travels extensively why couldn’t he help all 
the more to handle and assist in the operation of this plan ? 

Mr. Dasn. He might be in Elizabethtown, we will say today, and 
there is a complaint in Wilkes-Barre. Now, by the time he got back 
to Philadelphia—and I don’t know his itinerary but I know enough 
to indicate this—it might be a week or more before he would reach 
Philadelphia, unless he were called in from out of town. The Wilkes- 
Barre matter would wait indefinitely. Now, with us having the bur- 
den of going there, it made no difference where it was, we ‘took care 
of the matter. 

Senator Atiorr. Couldn’t he take care of it? He travels. What 
difference does it make? 

Mr. Dasn. I don’t know, sir. That is Mr. Tesoro’s decision to 
make. 

Senator Atxorr. Isn’t the truth of the matter you just found some- 
one with whom you could bargain extremely advantageously because 
he didn’t know what he was doing in this hid, and you did? 

Mr. Dasu. I don’t think so. Mr. Tesoro, I don’t think gave any- 
thing away. He knew no dividend was in prospect. He had the op- 
portunity to give us all the work and problems of the case, and if we 
were successful and there was a dividend the union would benefit to 
the extent of half of that dividend. However, if it remained as it had 
been for 2 or more years, the possibility of a dividend was nil. 

Senator Atiorr. But at no time did you ever disclose the additional 
premium to the union ? 

Mr. Dasn. The additional arrangement with Washington National ? 

Senator Atrorr. Additional commission, I should say. 

Mr. Dasn. No, sir. 

Senator Atxorr. I think that is all. 

Senator Dovenas. Just one point that I would like to make with 
reference to the so-called medical inspection arrangement to make the 
claim experience more favorable than Continental Assurance. In 
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Washington National’s letter under date of November 21 * it is stated 
that Dr. I Irvin Hermann, of Philadelphia, received payment for only 
one examination during the preceding year. 

Mr. Dasu. That is an error. 

Mr. Sorru. I am aware of that; Mr. Dash is correct. That was 
information that our claim department supplied to me. Since I have 
been here, Mr. Butcher has explained what happened on a certain 
number of those examinations. 

Senator Dove.as. I should like to get that cleared up. Mr. 
Butcher ¢ 

Mr. ButcHer. Regarding Dr. Hermann, it is a practice with our 
company when we select a doctor to examine a person—and that 1s 
part of our contract—that we can have a doctor of our own choice 
examine a person when they are out on claim. 

Senator Doveas. The insurance company ? 

Mr. Butcner. That is part of our contract. We can select our 
doctor to examine them. 

Senator Dovenas. Dr. Hermann is your doctor in Philadelphia? 

Mr. Burcuer. Dr. Hermann was referred to us after discussing the 
matter with Dash & Love. We selected this man because he would go 
out to these people’s homes, he would investigate them and he would 
give us a very complete report. 

Now this past summer we sent some bills in to our company for 
payment and through some error in our claims department they as- 
sumed that these bills were submitted for claims. They were sub- 
mitted in an amount of $7.50 per examination and if I recall correctly 
there were four of them. 

Now we do not want to leave the impression that we have a doctor 
examine every claimant. Wedonot. Mr. Turner, when he interviewed 
me in P hiladelphi 1, asked how many times we used a doctor. I do not 
know if it is six times. I wouldn’t say we use them over a dozen times 
a year, but it gives the other people in that plant the knowledge and 
the impression that we are watching the claims; that Susie Jones 

cannot stay out for an additional 2 or 3 weeks and collect benefits so 
that she might draw as much money from the insurance benefits as she 
would if she were working. 

Senator Douetas. I assume that Continental Casualty did the same 
thing? 

Mr. Burcuer. I do not know what Continental Casualty did. 

Senator Doueias. Mr. Dash ? 

Mr. Dasn. Senator, I do not believe they did. That was discussed 
with Mr. Smith and Mr. Butcher. That is what we felt was basically 
wrong with the case. 

Now any insurance underwriter knows that you cannot take the same 
group at the same rate from a bad experience to a good experience, 
barring some unforeseen contingency that might have occurred, and 
make it a good case without work bei sing done on it. Something had 
to be done. 

Senator Dove.as. Were you responsible for these medical examina 
tions, or was the insurance company responsible for the medical 
examinations ? 





1 See p. 1232, supra. 
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Mr. Dasu. I did not make them, sir. I suggested that be one of the 
procedures we follow. Another procedure which apparently had a 
very beneficial effect was meeting with committees from the plants 
that had very bad loss ratios and explaining to them that when there 
was malingering, or anyone put in a claim that turned out to be or 
could be considered fraudulent, that individual was not just taking 
money from his insurance company but he was taking it from the other 
employees as well. 

Senator Douc.as. I agree. 

Senator Atiorr. What you are suggesting then is that the complete 
basis for the bad experience record in this policy was due to malinger- 
ing and fraud ¢ 

Mr. Dasu. I did not mean to say fraud. I said if there was a fraudu- 
lent claim. 

Senator Atiorr. Otherwise the services you are claiming you con- 
tributed have been a very small amount. 

Mr. Dasn. That is a matter of interpretation, sir. We did some- 
thing else that I would like to bring to the committee’s attention. 

Senator Aniorr. You couldn’t keep accidents from happening, 
could you, or people from dying‘ 

Mr. Dasu. No, sir. Legitimate claims had to continue to occur. 
That was the purpose of protection. 

When we started the work with local 195—that is, the meat cutters’ 
union, and also the boot and shoe union—we found in the policies the 
usual standard type of coverage which consisted primarily of 13 weeks’ 
disability coverage, first week illness coverage eliminated from the 
claim, accident covered from the first d: 1y—wh: it is commonly known 
as 1813. We developed this contract, or submitted it for considera- 
tion to these groups, which had 26 weeks of illness cover: ige and 52 
weeks of accident coverage, first week eliminated. In addition, it had 
$1,000 of dismemberment benefits and in addition it had a new fea- 
ture which was not common: The assured was covered by what we 
call nondisabling 1 injury medical benefits. They could receive up to 
one quarter of a month’s inde ‘nity for medical expense in event of an 
injury which was not disabling. This coverage was unique in that 
there was no similar policy which applied to a group. Furthermore, 
we got the company to issue this contract at a rate below the annu: il 
premium charged for 1813. We feel we did an excellent job with it. 

Senator Anuorr. You may have. I don’t know about that, but that 


certainly was included in the amount that the insurance company 
agreed to pay you for commissions. 
Mr. Dasnu. Well, sir 


Senator AtLorr, And we can talk until morning, and all the words 
in the world aren’t going to change that, sir, particularly when you 
compare this 10 percent with the overall experience of some 79 group 
insurance companies in this country, who are doing business on a com- 
mission of 3.4 percent, and you were drawing 20 plus half. 

Mr. Correr. 13.8—— 

Senator Auxorr. 13.8 on the gross premium. It is awfully hard for 
any reasonable man to believe ‘that the services you could have ren- 
dered would have been commensurate with the money you were taking 
and while I do not want to bandy the issue, I think I have made my 


point before and if there is any question about how I feel, I feel that 
you “took” those people. 
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Mr. Correr. Did you notify the other union officials of this at 
rangement you had with Mr. Dash, Mr. Tesoro ¢ 

Mr. Tesoro. I notified no one because I was not sure of what would 
happen because all 1 had was the bad experience and I was mighty 
glad that we were able to get an insurance policy to cover the member: 
because I wasted an awful lot of time to get the insurance for them. 
Furthermore, I would like to tell you that this means around 2,000 
members in all, and has a membership of about 8,500 people through 
out the State. Now the balance of the people, they too have the same 
privilege of having any company they want, but if they would ask 
me—and I am speaking very frankly—I would always tell them to 
have the Washington National, because it would make my job when a 
worker asks me what benefit they have, it would be all uniform and I 
could answer the question freely and quickly. 

Now we have the Travelers, we have the Metropolitan, we have a 
number of other companies, and each company has their friends, or 
whatever they may be, and they feel that company is the best. But 
as long as the people that are working in that factory are covered, | 
do not care what company it is, but the Washington National gives 
them more protection than they do get in the other factories. 

Mr. Correr. How about the dividend treatment with respect to 
the other companies ? 

Mr. Tesoro. We have nothing to do with that. 

Mr. Corrrer. The union doesn’t get the policy ¢ 

Mr. TrEsoro, No. 

Mr. Correr. Mr. Synovec, would you identify your position ¢ 


TESTIMONY OF JOHN K. SYNOVEC, OFFICE MANAGER, 
REUBEN-GORDON SHOE CO., PHILADELPHIA, PA. 


Mr. Synovec. I am with the Reuben Gordon Shoe Co. 

Mr. Correr. You are office manager? 

Mr. Synovec. Yes, sir. 

Mr. Correr. You are a contributor with this plan ? 

Mr. Synovec. That is right. We may have our program with the 
Washington National. 

Mr. Correr. And the facts reveal that the group you contributed 
to had a favorable experience and a dividend was returned. Did 
anyone notify you as to the fact that a dividend had been returned ? 

Mr. Synovec. No, sir. 

Mr. Correr. Do you have any associates who would inquire into 
whether or not there was a dividend experience / 

Mr. Synovec. Speaking for myself, 1 never gave it a thought. In 
fact, I never thought of it until Mr. Turner called it to my attention 
when he visited our office. I can’t speak for the directors and officers. 
They may have had but I was never forwarned of it or reminded. 

Mr. Correr. Do you bargain on benefits or on a cents-per-hour 
basis? 

Mr. Synovec. That I can’t answer. I never sat in on the meetings 
with the negotiators. 

Mr. Correr. Do you have a contract ? 

Mr. Synovec. No, sir. 

Mr. Correr. Weren’t you subpenaed to bring a contract? 
Mr. Synovec. No, sir. 
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Mr. Correr. Is it noncontributory? Does the employer bear all the 
expense ¢ 

Mr. Synovec. The employer bears all expenses, correct. 

Mr. Corrsr. I don’t have any other questions. 

Senator Dovetas. Did you take out the insurance independently 
with Washington National ? 

Mr. Synovec. What do you mean by that, Senator? 

Senator Dovcias. Do you have an independent policy with Wash- 
ington National or is it under the union? 

Mr. Synovec. The policy itself, I think, is written in both names, 
the firm and the Boot and Shoe Workers, AFL. 

Senator Doveias. Who makes the choice of the company 4 

Mr. Synovec. Who made the choice ¢ 

Senator Dova.as. Yes. 

Mr. Synovec. That was made by the directors or officers. 

Senator Dove.as. Of the company / 

Mr. Synovec. That is right. 

Mr. Corrrr. Do you know of your own knowledge ? 

Mr. Synovec. I don’t follow your question, sir. You mean the 
actual selection ? 

Senator Dovatas. Yes, selection of the carrier. 

Mr. Synovec. The only thing I know is when the transfer was made 
from the carrier that we had at the time to the present carrier, I was 
so notified by one of the officers of the corporation. I assume that 
they either had their hand in selecting, or they confirmed the selection. 
How it was arrived at, I don’t know. 

Mr. Correr. How much do you pay on a cents-per-hour basis when 
you contribute to the policy ¢ 

Mr. Synovec. I don’t think it is based on cents-per-hour, sir. It is 
based on the benefits. 

Mr. Correr. Lasked you that a minute ago. 

Mr. Synovec. In other words, those who earn $40 or less a week 
get $90- -a-month sick benefits; those who earn $40 or more get $110 
sick benefits. We pay premiums on that basis. For $90-a-month 
benefits I think we pay $1.85 a month for employees. In the $110 a 
month category we pay $2.25 per employee per month. And on the 
hospitalization, I think it is $1.12 per month for the $8-a-day hos- 
pitalization benefits. 

Mr. Correr. Your company was one of the companies that con- 
tributed money. Would it be normal that you would get the dividends 
on your portion of them ? 

Mr. Synovec. I would think so. As I said, we never gave it a 
thought, or I never gave it a thought. 

Senator Dovatas. One question comes to my mind. Nearly every 
locality now has Blue Cross and Blue Shield. Why didn’t you take 
out that medical protection? I don’t think they have any commis- 
sions. They have only administrative on 

Mr. LoCasaxz. I would like to answer that, Senator. The situation 
in Philadelphia in August, when we were negotis iting our contract, was 
that health and welfare was a problem. We were satisfied with what 
we had. The employees br teh up the question and wanted to switch 


from Blue Cross and Blue Shield because there was an increase in the 


rate and they could buy it cheaper from some carriers. We had several 
employers who transferred out of Blue Cross and transferred to an- 
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other carrier. They just put an increase in their rating in Phila 
del Bo They chs nged out of it. 

Senator Dove.as. For the same protection the insurance company 

‘an give you cheaper rates ¢ 

Mr. LoCasatx. Some companies give better protection than under 
Blue Cross. 

Senator Dovetas. For the same benefits ? 

Mr. LoCasate. Same benefits for less money. I couldn't give you 
an actual example, but the problem was raised to us by several em 
ployers. We said: “Look, your contract says you have a right to 
place it where you want,” so some of them went ahead and placed 
with insurance carriers. 

Senator Doueias. That is a puzzle, all right. I would like to ask 
the staff to find the answer to how insurance companies, which pay 
quite liberal commissions to their agents, and in some cases admin 
istrative costs, plus the expenses of the home office located 800 miles 
away from the insured, can do it more cheaply than Blue Cross and 
Blue Shield, located on the spot, where presumably their selling ex 
pense is very low. These are the facts. This is a very interesting 
problem to unravel. 

Mr. Correr. That is right. 

Senator A.vorr. I would like, Mr. Chairman, to read into the 
record at this point another quote from the January 10, 1955 interim 
report of this subcommittee. On page 23, under paragraph (D) “Serv- 
ice and administration fees”; is this state ment, and it points up the 
point I was trying to make with Mr. Dash: 

The typical service fee arrangement will provide for a 1 to 3 percent payment 
(or premium reduction) to the policyholder for the performance of certain speci- 
fied duties, usually issuance of certificates to beneficiaries, maintenance of 
eligibility lists, payment of claims, and, particularly with welfare funds, con- 
solidation and submission of premiums Covering the employees of a large number 
of small employers. 
which I think makes pretty well the point I was trying to make. 
That is all I have. 

Senator Dove.as. Do you want to go to the next case? 

Mr. Correr. Yes. Mr. Stephenson, will you identify your com 


pany ? 


TESTIMONY OF HAROLD F. STEPHENSON, ASSISTANT TREASURER, 
TORSION BALANCE CO., CLIFTON, N. J. 


Mr. Stepuenson. Torsion Balance Co. of Clifton, N.J. 

Mr. C orrer. What union do you bargain with ? 

Mr. SrerHenson. Union 306 of the Pl: iythings, Jewelry & Novelty 
Workers. 

Mr. Correr. When was your insurance program originally bar- 
gained ? 

Mr. Srepnenson. I have been with the company nag e 1948. At 
that time they had Blue Cross of New York. In 1950, December 18, 
1950, we transferred our cove rage to the State Mutual Life Insurances 
Co. of Worcester, Mass. On Janu: iry 27, 1953, we were mead 
by the represent: itive of the local union to change our coverage from 
the State Mutual Life Insurance Co. of Worcester to the W ashington 
National Insurance Co. 
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Senator Doveias. What reasons did they give to you ? 

Mr. Stepuenson. Under the previous program, it was a joint con- 
tract. They had the $1,000 permanent life insurance with the Secu- 
rity Mutual of Binghamton, N. Y., and the hospital, surgical, and med- 
ical was with the State Mutual of W orcester. They claimed that for 
the same amount of money we were paying for the dual coverage we 
could get better benefits for the union employees if we transferred to 
Washington National. 

Senator Doveras. Did you go into the respective benefit scales, 
premium scales, to determine that for camel? 

Mr. SrerHenson. The premium submitted to us was a flat rate at 
no additional cost to us than we were paying previously. 

Senator Dovetas. Were the benefits greater ? 

Mr. StepHenson. I think that is a matter of interpretation. Under 
the State Mutual policy, we did not have dependency coverage as such 
in our union contract. If the employee wanted it for his dependents, 
he could pay the differential in premium himself, which some of them 
did. However, they gave up life insurance and took group term 
insurance 

Senator Dovernas. Who asked you to make this switch? 

Mr. SterHenson. The representatives of the local. 

Senator Doveias. Mr. Epstein asked you to make the switch? 

Mr. SrerHenson. No; I wouldn’t say so. 

Mr. Correr. Did Mr. Tripode? 

Mr. Steruenson. Mr. Tripode came into my office with the five rep- 
resentatives of the union and asked how much it would be for the 
insurance. 

Mr. Correr. Do you have a copy of the letter whereby the union 
requested you to transfer the insurance to Washington National ? 

Mr. SrepHenson. Yes; I do. 

Mr. Correr. Would you submit it for the record ? 

Mr. SrerHenson. Do you want the original ? 

Mr. Correr. If you have a photostat, that is fine. 

Mr. SterHenson. I did not have time to have it photostated. I was 
only subpenaed Monday. 

Mr. Correr. We can photostat it and send it back to you. 

(The letter referred to was marked “Exhibit 102” and is as follows :) 


ExuHIsit 102 


AMALGAMATED LocAL 306, CIO, 


Jersey City, N. J., January 27, 19538. 
The Torsion BALANCE Co., 


Clifton, N. J. 
Subject: Insurance coverage. 


GENTLEMEN: At a meeting of the union held on January 26, 1953, the mem- 
bership voted to submit a request to the company for certain changes in the pres- 
ent insurance coverage, as follows: 

1. Group life-—That the present coverage included in the policy of the 
Security Mutual Insurance Co., of Binghamton, N. Y. ($1,000 life policy paid 
up at the age of 85) be canceled, effective March 1, 1953, and that coverage be 
obtained for $1,000 group term insurance without paidup benefits in accord- 
ance with a proposal submitted by the Washington National Insurance Co., 
of Chicago, Ill. 

2. Group hospital.—That the present coverage included in the policy of the 
State Mutual Life Assurance Co., of Worcester, Mass., be canceled, effective 
March 16, 1953, and that there be substituted therefore the coverage in- 
cluded in a proposal submitted to you by the Washington National Insurance 
Co., of Chicago, Ill. 
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It is our understanding that the company has no objection at this time to 
granting the foregoing requests for conversion of insurance since there is to be 
no increase in the aggregate cost to the company of the coverage requested. We 
also understand that the company reserves the right in its discretion to provide 


; ¥ equal coverage to employees through a change of carriers if it deems such a 
F 3 change to be necessary or appropriate for any reason. 
, 7 If the company concurs in the foregoing, we would appreciate your indicating 


your agreement on the enclosed copy of this letter. 


Very truly yours, 

4 THe TORSION BALANCE Co. AMALGAMATED LocaL 306, CIO. 
, ’ By H. F. STEPHENSON, RusseLL TOGHARENI. 

Assistant Treasurer. Epwarp C. Fers. 
f 2 JAMES LAYNG. 

3 FreD TRENTON. 

? THOMAS J. EMANUEL. 
j Mr. Correr. You might point out: was it a request or did they tell 
| : you? 
, ; Mr. STePuHenson. It was a request. It reads, in part: 

; At a meeting of the union held on January 26, 1953, the membership voted to 


submit a request to the company for certain changes in the present insurance, as 
follows— 


and then they recite what the changes are. 

Mr. Corter. Mr. Tripode, could you tell us the circumstances of 
4 
| that? 


TESTIMONY OF DOMINIC TRIPODE, INTERNATIONAL REPRESENT- 


‘ ATIVE, RETAIL, WHOLESALE, & DEPARTMENT STORE UNION, 
j CIO, JERSEY CITY, N. J. 

i Mr. Trieope. I don’t remember sending that. Did I send that out ? 
: Mr. SrepHenson. You didn’t sign it. You came in with the boys 


one day. He did not sign it. 

Senator Dovetas. By whom was it signed ? 

Mr. STerHENSON, It was signed by, 1 would say the stewards of the 
local. 

Mr. Correr. Who were they ? 

Mr. SrepHeNsoN. There were five of them. 

Mr. Correr. What were their names ? 

Mr. SterHenson. Toghareni, Fers, Layng, Trenton, and Emanuel. 

Senator Doueias. Mr. Tripode, do you know any of the circum- 
stances attending the drafting of this letter ? 

Mr. Trreope. Yes; I do, Senator. The policy that was had by the 
other 2 companies provided for a $1,000 life annuity program, or some 
such thing, that a guy would get when he would be 85. The people 
in the plant, after understanding that type of policy was not good 
for them, decided that they would rather have this group term in- 
surance, and they then had a meeting and decided that they would 
rather have this group term insurance, and the other benefits which 
would include dependents in the family. 

Senator Dove.as. This was a spontaneous decision on their part 
after considering the merits of the two proposals ? 

Mr. Trreope. Not a spontaneous decision. This had been talked 
about in the plant and at meetings prior to making the decision. 
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Senator Doveras. And was presented to a meeting of the workers 
in the plant ? 

Mr. Trireopr. Yes, Senator ; it was. 

Senator Doveras. Who drafted this letter? 

Mr. Srepuenson. I think I had a hand in drafting the letter with 
our attorney so that we would have some coverage. 

Senator Dovceias. You drafted the letter which would be presented 
to yourself ? 

Mr. SteryHenson. Yes, sir. We wanted protection. They didn’t 
want to give us a letter and I insisted upon it so that, if the benefits 
and the payments were not as good as what we were getting, we, as 
employers, would be covered. 

Senator Dove.as. That is not unusual. 

Mr. Srepuenson. Frankly, I had never heard of Washigton Na- 
tional prior to that, with no reflection upon the company. 

Mr. Correr. Mr. Tripode, do you know Mr. Epstein? 

Mr. Trrpopr. Yes, sir. 

Mr. Correr. Did you know him prior to this time? 

Mr. Tripopr. About a year before. 

Mr. Corrrr. About a year before this time. You are an admin- 
istrator on these funds; is that correct? 

Mr. Trieope. Yes, sir. 

Mr. Correr. And you get a 5-percent administrative fee on each of 
them; is that correct ? 

Mr. Trieopr. Yes, I do, but I would rather, when you use the 5 
percent, it sounds like a lot of money. If I may, I would like to 
explain how much money that is per month, and the things that I 
have to do for it. 

Mr. Correr. I think you are entitled to do that. 

Mr. Trireope. The setup that we have in these places where I am 
administrator—9 of these shops have numbers of people from 10 to 
25 to 50, and Torsion Balance with 90. First, in the smaller shops, 
there is no arrangement made for any of the employees to get a 
medical examination before they start to work. Secondly, there is a 
great turnover of help in these places, where we must enroll the 
people. I do that work, enroll the people, so that at the end of the 
period, the 30-day period, under our contract, they must become union 
members, to see to it that the money is turned into the union. 

Secondly, because these small employers don’t keep records like big 
companies do, there are times when we get less dues deduction than 
the insurance company gets on their insurance fees, and sometimes 
vice versa. 

Mr. Correr. Are you charging this 5 percent for union duties or 
for work in connection with the insurance company ? 

Mr. Trreope. I charge this 5 percent, sir, because of my time spent 
in going back to these places to enroll the people. In many of our 
places the people are illiterates, don’t know how to write, and I help 


them to fill out the forms, bring them to the office, deliver their policies 
to them, and in many cases deliver their checks to them—that kind of 
work. 

Senator Attotr. Isn’t Torsion Balance a closed shop ? 

Mr. Trieope. I ama little hard of hearing. Iam sorry. 

Senator Axxorr. Isn’t Torsion Balance a closed shop ? 

Mr. Tripope. Yes. 
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Senator Atuorr. The people then who are there 30 days are en- 
rolled automatically, aren’t they ? 

Mr. Tripope. Yes, they are. 

Senator AtLorr. You don’t have to do anything about it, do you ¢ 
If they stay there, they are enrolled automatically 

Mr. Trirope. Senator, they are enrolled automatically _ the Tor 
sion Balance shop. If you listened to my explanation, I said that 
there are some shops, the larger shops, which have an efficient way 
of doing things, and even in Torsion Balance, we see to it that if a 
guy is sick, that his form is sent in to Mr. Stephenson, and then Mr. 
Stephenson sends it in to Harry Epstein. We check at our office to 
see whether this guy should or shouldn’t get paid, and so forth, and 
then he gets the check back to the employees. 

Senator Atyorr. May I inquire what particular training you have 
for performing such work? 

Mr. Trrrope. It is just that I have a little bit more education than 
some of the people that work in our shops and am able to fill out the 
form. 

Senator Ax.orr. Those forms aren’t complicated; are they? 

Mr. Trreope. No; not for anybody who knows how to read and 
write. 

Senator Atuorr. You surely don’t have many people who can’t read 
and write in your organization ? 

Mr. Trreopr. Yes, we do, sir. 

Senator Attorr. How many? What percentage? 

Mr. Trreopr. How many ? 

Senator Attorr. What percentage; yes. 

Mr. Trrpope. I never figured it out in percents ige, but I had a shop 
with 400 people and I venture to say that 250 of them couldn’t read 
or write. 

Senator Atuorr. Does the company keep forms? 

Mr. Trreopp. Which company ? 

Senator Atxorr. Torsion Balance, for example. 

Mr. Trreope. Torsion Balance does. 

Senator Autxtorr. In other words, a lot of the work you are speaking 
of is done by the companies themselves ? 

Mr. Tripope. Most of this is done by the Torsion Balance Co. 

Senator Atitorr. And you have stewards in each shop whose union 
duties also are to assist these people; don’t you ? 

Mr. Trrpope. Yes, sir. 

Senator Anxvorr. In other words, the things that you have so far 
said you do are in line with your job as a union official. Except for the 
one thing that you say you help them make out forms occasionally, 
you have enumerated nothing which indicates that you are entitled 
to any compensation for administering this. 

Mr. Trreopr. Senator, I said that I go and visit these people. I 
said that I take care of their forms. 1 deliver the policies to them, 
which is not my union function. 

Senator Auxorr. Is that really a great task, delivering a policy to 
them ? 

Mr. Trieope. Well, I didn’t know that I was going to be put on trial, 

Senator, but I don’t know what you mean by a great task. I have got 
to see to it that they are correct. I have got to see that the names are 
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correct. I have got to go from my office to their place of work, and if 
they don’t happen to be working, to their homes. 

Senator Attorr. What is your position with the union? 

Mr. Trirope. I service these different jobs. 

Senator Atiorr. Do you have an official title? 

Mr. Trrrope. I am an international representative. 

Senator Attorr. Are you elected or appointed ? 

Mr. Trreope. It isa job. There is no election or appointment. 

Senator AtLorr. How do you get this job? 

Mr. Trirope. I just get hired “by the international president or the 
people who do the hiring. 

Senator Atiorr. Who is it that does the hiring? That is what I 
am trying to find out. 

Mr. Trirope. In my case, the president of my international union is 
Mr. Max Greenberg. 

Senator Atvorr. And he hired you? 

Mr. Trirope. Yes, sir. 

Senator Atxorr. As an international representative ? 

Mr. Trrropr. Yes, sir. 

Senator Atxorr. Certainly if he hired you, you have some duties? 

Mr. Trrpope. Yes, sir. 

Senator Atxorr. What are those duties? 

Mr. Trrropr. These duties are to negotiate contracts, organize 
workers, and they end there. 

Senator Atiorr. They end there? Does the international president 
know you are getting a bonus for doing this other work? 

Mr. Trieope. I don’t think so. 

Senator Attorr. Do the people in your union know that you are 
getting this? 

Mr. Trrreopr. No, sir. 

Senator Atxorr. Don’t you think they are entitled to know it? 

Mr. Tripope. Yes, sir. 

Senator Attorr. The money you are receiving for these services 
that you say you perform in the ultimate analysis ‘depletes the amount 
of insurance and benefits that they would get. 

Mr. Trieopr. That is something that I learned here today, because 
in all of the places where Washington National is in, wherever I go in 
to negotiate the contract, we ask for bids from other companies, too. 

Senator Auorr. I want to ask you this: How did you get in on 

this 5 percent in the first instance? Whom did you talk with? 

Mr. Trrpopr. Mr. Epstein. 

Senator Atxorr. Did he come to you or did you go to him? 

Mr. Trieopr. We were discussing how this thing would work out in 
the small shops. We were also discussing why some of the bigger 
companies would not take 15 people or less, and why some of the 
larger companies wouldn’t take a predominantly Negro company, 
and he explained the reasons for it. I said to him, “Well, we would 
be able to police that.” And that is what I do. 

Senator Atuorr. You did police it, and you also policed the unions 
as you went around. In other words, you were doing union work, 
and if there happened to be a claim, you maybe took a claim blank 
along with you and helped the fellow fill it out, is that right? 

Mr. Triropr. There were times when that happened, and there 
were times when I had to go back to do the claim, times when I had 





so lie Rta tA ae a EO ict REE ee 


Para ce 





: 
| 


in RNAI BN eb REE 


6 Castile Meisel, Rai SNR NBL Rant a Eb ls li 








WELFARE AND PENSION PLANS INVESTIGATION 1285 


to settle grievances and times when I went to take care of just the 
insurance business. 

Senator Auvorr. I think that is all. 

Mr. Correr. Mr. Stephenson, do you know what Mr. Tripode’s 
duties are with respect to any employees of your company in con- 
nection with this insurance program, if any ¢ 

Mr. SterHenson. I would say other than negotiating, I don’t know 
of any other duty. 

Mr. Correr. You mean negotiating the contract ? 

Mr. Steruenson. The contract and grievances. When it comes to 
insurance, that is all that I would know of, the negotiation of the 
contract. 

Mr. Correr. Did you know he was getting a subpoena / 

Mr. Srerpuenson. I did not. 

Senator Atuorr. Is your company one—we have gone through so 
many, I am not quite sure—that bears the entire expense { 

Mr. SrerHenson. That is correct. 

Senator ALLorr. So you are in effect paying him that 5 percent. It 
comes out of your cost of insurance / 

Mr. Srepuenson. I don’t agree, because we negotiate a package, 
so many cents per hour. I would say it comes from the employees. 

Senator Atiorr. Well, you negotiate benefits / 

Mr. STerHENSON. We negotiate benefits. Say we come up with a 
package of 6 cents an hour. They can take that in fringe, take-home 
pay, combination, anything they desire. 

Senator Atiorr. It might possibly come from the employees then? 

Mr. SrerHenson. I think it would. 

Senator Atuorr. That makes it even worse because they are the 
people he represents. I think that is all. 

Senator Dovetas. Well, I want to make one comment before we 
break up, and I think it is permissible because we try to crystallize 
our judgments as we go along. 

In my judgment, the evidence which we have heard in the Laundry 
Workers case and in this case indicates that to the degree that services 
are performed by union officials in connection with group insur- 
ance, they should be unpaid services, compensated for by salary, rather 
than by commissions coming from the insurance company; that if 
they are commissions coming from the insurance companies, there 
is a temptation for them to choose that insurance company which 
would give the greatest amount of commissions; and that this should 

a service which union officials and stewards perform for their 
members rather than something on which they make a charge. 

Now, until there is good evidence to the contrary, that is the opinion 
to which I have tentatively come, and I suggest it be put on the record 
so that if there is anything wrong with this thinking, opposite opinions 
may be stated. 

Senator Atxorr. Mr. Chairman, might I add this, too, and I think 
probably your thinking is the same, but I will just speak for myself. 
Even though there may not be actual collusion or fraud in the practices, 
some of which we have gone into this afternoon, I think that any ordi- 
narily prudent man would avoid these practices because they open 
the door wide to the accusation of collusion and fraud all the way 
through, and thus should be avoided. I just wanted to add that, 
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because even though there may not be such a thing, the finger of 
suspicion points, and having pointed, it can’t be erased easily. 

Senator Doveias. Without using the term “prudent man”—l1 would 
use the term “reasonable man,” and the two are understood to be 
roughly synonymous—a reasonable man might reasonably be expected, 
if paid these commissions, that they would influence the choices he 
would have tomake. I personally think this is a practice which should 
be discontinued and to do it, we need the cooperation of the unions 
and of the insurance companies. That is all so far as I am concerned. 

Mr. Burcuer. May I say one thing, please, sir 

Senator Dovc.as. Surely. 

Mr. Burcuer. I believe it was read into the record that last fall when 
Mr. MacIntyre visited my office I stated that Dash & Love did nothing. 
Now, as I recall, last fall I discussed with Mr. MacIntyre primarily 
premiums, coverages, on the meat companies. I do not recall discuss- 
ing anything regarding the work Dash & Love did, and I don’t think 
that, in discussing it with Mr. Turner and Mr. Kuhl, I stated at any 
time that they did nothing. 

Mr. Correr. I asked for the memorandum and it isn’t up here. It 
isinourshop. Iam afraid that perhaps I characterized it from what 
somebody told me about it. Why don’t we—if it is all right with the 
chairman and you—introduce the memorandum into the record ? 

Mr. Burcuer. I just didn’t want it in the record that I stated they 
had done nothing, because I don’t think I left that impression with 
Mr. Turner that they had done nothing. 

Mr. Correr. Can we put the memorandum into the record, Mr. 
Chairman ? 

Senator Dovetas. With the understanding that Mr. Butcher will 
have a chance to look it over before it is put into the record. 

(The memorandum referred to was marked “Exhibit 103,” and is 
as follows:) 

ExHIsiItT 103 


MEMORANDUM 


Aveust 31, 1954. 
To: The files. 


From: D. M. MacIntyre. 
Subject: Local 195, Meat Cutters, Philadelphia. 


INTERVIEW WITH E. J. BUTCHER, HOME OFFICE SUPERVISOR, WASHINGTON NATIONAL 
INSURANCE CO., BANKERS SECURITIES BUILDING, PHILADELPHIA 


1. MacIntyre called on Mr. Butcher on August 27, 1954. 

We had been told by Mr. Abe Cooper that the Washington National Insurance 
Co. carried the insurance on a number of the small employers who negotiated 
welfare benefits with local 195 of the Meat Cutters. 

2. With Mr. Butcher was Mr. Cyril D. Smith, agency supervisor, group 
department, of the carrier. Carrier headquarters are in Evanston, Ill. Mr. 
Smith told me that Washington National wrote about $10 million premium yolume 
of group insurance each year. About 40 percent of this volume is teachers group. 
About 60 percent is what the carrier calls industrial group; namely, group insur- 
ance written with individual firms, with unions or with welfare funds. For 
example, he said that the carrier wrote accident and health group on a contribu- 
tory basis for the Philadelphia Teachers Association, and the New Jersey 
Teachers Association. The Philadelphia office services the eastern one-third of 
Pennsylvania and Delaware. 

Mr. Butcher, in his words, is “agent, administrator, and everything.” Mr. 
Butcher is on a flat-salary basis. He receives no overriding commission on any 
of the contracts which he writes or services in the Philadelphia area. 
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(Mr. Butcher’s comment: This may have been his impression but was not in 
my statement to him.) 

Mr. Smith made several statements which I thought were significant. He 
said, “I helped set Saperstein up in business.” He also said that he knew Longie 
Zwillman. From his conversation it was clear that at one time he had been a 
salesman or had worked in and around the Newark, N. J., area. Mr. Smith also 
said, “About the only way you can get new-group business these days is on switch 
cases. About 90 percent of all new-group cases involve switches.” 

4. We went through all of the cases which this agency was servicing in the 
Philadelphia area. Following is a list of the insurance policies written by 
Washington National involving employers who bargain with No. 195 of the 
Meat Cutters. 

5. Group I: Mr. Butcher said he could not identify this policy as to employers 
or employer associations. This group is covered by Washington National policy 
No. L-470. Included here is $2,000 of group life insurance, $2,000 of A. ID). and D., 
$25 per week accident and sickness insurance, and no maternity benefits. This 
involves about 5 employers, 50 employees (dependents are not covered). This 
policy was effective December 1, 1952. At present the group-life rate is $1.02 
per month per thousand. The A. D. and D. rate is $0.10 per month per thousand, 
and the accident and sickness rate is $1.99 per month per employee per $25 
weekly benefits on a 26-week for sickness and 52-week for accident basis 

6. Group II: This group has $1,000 of group life insurance coverage and $25 
per week of accident and sickness coverage including maternity. This is an 
employee coverage only. It involves about 40 employees (no dependents) and 
6 employers. This policy was effective J'anuary 1, 1953. The number of the 
group life insurance policy is L—483. 

The rates on this policy are as follows: Group life insurance, $0.99 per month 
per thousand; A. D. and D., $0.10 per month per thousand; accident and sickness 
insurance, $2.60 per month per $25 weekly benefit payable for 26 weeks of sick- 
ness and 52 weeks of accident. 

7. Group III: As nearly as I can determine, this policy covers the small em 
ployers in the hotel and restaurant supply division of local 195. Benefits are as 
follows : $2,000 of group life insurance, $2,000 of A. D. and D., $25 per week acci 
dent and sickness insurance without maternity, $9 per day hospital benefits, $90 
miscellaneous charges and $200 surgical benefits for employees. Employee de- 
pendents are not covered. In addition to this, however, daily hospital benefits of 
$9 per day, hospital miscellaneous charges of $90 and surgical benefits of $200 are 
provided for those dependents of members of the executive board of local 195 
only. Union members not on the executive board do not have dependent coverage. 
The master policy number on this case was not available. Mr. Butcher said it was 
issued from the home office. About “85-100 employees are covered.” There are 17 
executive board members who have dependents covered here. Fifteen employers 
are involved. This policy was issued on May 1, 1953. All of the above coverages 
provide 100 percent maternity coverage. 

The rates on group III are as follows: 


Rates for Rates for 
eos employees employees 
overage 
Coverag without with 
dependents dependents 
i 
$2,000 of group life (per month per thousand) $1.01 $1.01 
$2,000 A. D. and D. (per month per thousand) 09 | .09 
$25 per week accident and sickness (for $25) | 1.99 1.99 
$9 hospital and $90 extras | 1.17 1.17 
$200 surgical (employees) - - - 50 | 50 
Dependent coverages: | 

$9 and $90 extras____--- : ‘ 3.41 
$200 surgical a eee oo 1. 82 
Rc bate ateaincsceckmwis ieecueuaee a ‘ sibs Stateside 5. 86 11.09 


8. Mr. Butcher said that all of these three policies came to Washington 
National because they were placed with Washington National by the brokerage 
firm of Dash & Love. Mr. Butcher said that Washington National had no poli- 
cies covering members of locals 196 and 198 of the Meat Cutters in Philadelphia. 
Mr. Butcher “thought” that the Continental Casualty Co. was on the case before 
Washington National came in. He said that each case was a separate case 
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standing on its own bottom. He said that competitive bids were not taken as 
far as he knew. 

(Mr. Butcher’s comment: Bids were taken from competitors for we lost some 
cases to other companies on bidding. ) 

9. Administrative arrangement: All life claims on these policies are paid out 
of the home office in Evanston, Ill. Mr. Butcher’s office pays the accident and 
health claims. Employers are given claim report blanks. An employee who is 
sick or hospitalized gets a blank from his employer. He forwards the claim to 
Mr. Butcher. Mr. Butcher’s office makes payment on the first claim and mails 
a supplementary report form as necessary. All checks are written on a draft 
book basis. Death claim forms are completed by the applicant, sent to the home 
office by Mr. Butcher. The completed draft of the death benefit is mailed to 
Mr. Butcher from the home office and Butcher mails out the check to the claimant. 

10. The majority of the employer cases here and otherwise are on a self-bill- 
ing basis (all but four of the cases). In four cases Mr. Butcher makes out the 
premium bills himself. In every case the premiums are mailed directly to Mr. 
Butcher. It is important to note that for each one of the three groups listed 
above (groups I, II, and III), the policyholder of record with the Washington 
National Insurance Co. is local 195 of the Meat Cutters and Butcher Workmen. 

11. Mr. Butcher’s office handles only group insurance. There is, however, a 
general agent for the Washington National Insurance in Philadelphia. This 
is a Mr. Edelman, with offices at the Packard Building, phone Rittenhouse 
6-9197. The general agent in Philadelphia was a Mr. Jack Sokol. Mr. Sokol died. 
According to Mr. Butcher, he was the man who put Washington National in con- 
tact with Dash & Love in order to get the local 195 business. General agents 
receive a service fee on all group cases graded on volume. Following is the 
service fee scale in force and effect on this and any other industrial group cases 
written by Washington National: 


| Renewal 














Amount of premium nie sere oe fees 
hig 
Percent | Percent 

2.5 1.0 

2.5 1 

2.5 1 

2.5 1 

2.5 1 

2.5 | 1 

1 .5 
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Since Mr. Sokol is dead, the company has made an arrangement whereby 
Mr. Sokol’s estate receives 60 percent of the service fees payable on these 
eases while Mr. W. J. Edelman, the new general agent, is receiving 40 percent 
of the service fee on all renewals. 

12. Commission scales: Increases in the face amount of group life insurance 
or accident and sickness insurance are compensated on the basis of the renewal 
seale rather than the new business scale. Additional coverages, however, are 
written at the new commission rate. Following is the commission scale payable 
to agents and brokers by this carrier: 
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This commission scale is applied exactly as is the service fee scale shown 
above. (Comment by MacIntyre: It can be seen that on much of this business 
a service and commission fee cost of 20-22.5 percent has been paid during the 
first year at least.) 

13. Mr. Butcher said that the company provided an annual statement of 
experience to the policyholder. Copies of these experience statements come 
to Mr. Butcher usually 2-38 months after the expiration of the policy year. 
Copies also go to the policyholder (in this case local 195) and to the agent 
or broker of record (in this case Dash & Love). 

Since Mr. Smith had to leave at 12 another appointment was made for 
Monday morning, August 30, 1954. 

(Mr. Butcher's comment: It was not told to Mr. MacIntyre or Messrs. Turner 
or Kuhl that Dash & Love did nothing on these or other cases. The investigators 
may have formed such an opinion but it was not told to them by me.) 


Senator Douveias. Gentlemen, we have had a long afternoon, but 
we have been having similar afternoons and mornings all this week. 
We want to thank you for your attendance. We want to thank you 
for the genera] frankness which the witnesses have exhibited. 

I want to say again we are not putting anyone on trial here. We 
want, however, to find out if there are abuses and see what can be 
done to correct them. 

Thank you very much. 

(Whereupon, at 5:45 p. m., the committee adjourned, to reconvene 
at 10 a.m. Thursday, December 1, 1955.) 
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THURSDAY, DECEMBER 1, 1955 
UNirep STATES SENATE, 
CoMMITTEE ON Labor AND PuBLIC WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDs, 
Washington, dD. C. 

The subcommittee met, pursuant to recess, at 10 a. m. in room 
P-63, United States Capitol, Senator Paul H. Douglas (chairman) 
presiding. 

Present: Senators Douglas, Ives, and Allott. 

Also present: Paul J. Cotter, chief counsel and staff director; 
Louis S. Reed, research director; and Francis X. Plant, chief 
investigator. 

Senator Doveias. The hour of 10 o’clock having arrived, the com- 
mittee will come to order. 

The case this morning is that of the Continental Assurance Co. 

We have asked to be present Mr. Rinker, vice president, and Mr. 
Inskeep, manager of the group statistical division, Continental As- 
surance Co.; two gentlemen from C. J. Simons Corp.; and Mr. 
Marvin Zalk. Are these gentlemen in the room necessary for the 
examination of Mr. Rinker ? 

Mr. Corrrer. No; I think Mr. Rinker’s group is here. We can go 
ahead. 

Senator Doueias. We will start with the examination of Mr. 
Rinker, and Mr. Zisman and Mr. Suss of the subcommittee staff. J 
will ask each of them to give their names for the record. 

Mr. Zisman. My name is Joseph Zisman. I am a member of the 
stall of the Subcommittee on Welfare and Pension Plans. 

Mr. Suss. My name is Fredric T. Suss. I am a member of the staff 
of the subcommittee. 

Senator Dougias. Would you raise your right hands? 

Do you solemnly swear, or aflirm, that the testimony which you 
are about to give is the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Zisman. I do. 

Mr. Suss. I do. 

Senator Dove.as. Will you gentlemen proceed ? 


TESTIMONY OF JOSEPH ZISMAN, MEMBER OF THE STAFF OF THE 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDS 


Mr. Zisman. Mr. Fred Suss and I spent approximately 10 days 
from September 27 to October 7 
Mr. Correr. Would you gentlemen from Continental care to sit 
over here at the table? You can sit right up here, if you would like. 
62033—56—pt. 3-30 
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Senator Dovetas. Will you proceed ¢ 

Mr. Zisman. We spent approximately 10 days at the offices of the 
company in Chicago. Certain other members of the staff were also 
there and assisted us. 

Continental Assurance Co. is located at 310 South Michigan Avenue, 
Chicago, Il]. The company was organized in 1911. It operates as a 
stock company, sells a variety of life insurance and accident and health 
insurance. It is licensed to do business in all States, Alaska, Hawail, 
the District of Columbia, and most of Canada. 

According to the Spectator Insurance Yearbook, the company is 
well managed, has a steadily advancing premium income, has a sub- 
stantial and regularly increasing strength of reserve and assets besides 
a strong financial position. The latest annual statement of the com- 
pany shows assets on December 31, 1954, totaling approximately 
$338,395,000, and capital fund of about $31,150,000. Again, accord- 
ing to the Spectator, the company uses sound actuarial methods. It 
has a good reputation for prompt settlement of claims and is in high 
standing generally. Operating expenses and business acquisition 
costs are moderate. 

Continental Assurance Co. is 1 of 4 affiliated companes: The Con- 
tinental Casualty Co., its subsidiary the Transportation Insurance Co., 
Continental Assurance Co. and the United States Life Insurance Co. 
of New York City. The last two companies are the only companies 
that write life insurance. 

As of December 31, 1954, the Continental Casualty Co. owned 37 
percent of the common stock of the Continental Assurance Co. The 
Continental Casualty owned 50 percent of the common stock of United 
States Life Insurance Co. The Continental Assurance Co. owned 24 
percent of the common stock of United States Life Insurance Co. so 
that, together, these two companies owned approximately 75 percent 
of the common stock of the United States Life Insurance Co. 

Directors of these companies hold offices in several of these com- 
panies. For example, the president is Mr. Roy Tuchbreiter, who is 
also president of the Continental Casualty Co. and chairman of the 
board of United States Life Insurance Co. He is a director of each 
of the three companies. Other officers are Howard C. Reeder, execu- 
tive vice president and director of the company. He is also vice presi- 
dent and director of United States Life Insurance Co. Raymond H. 
Belknap is vice president and a director. He is also president and 
director of United States Life Insurance Co. 

Boyd H. Everett is vice president and secretary and director of the 
company. He is also vice president and secretary and a director of 
the Continental Casualty Co., and a director of United States Life 
Insurance Co. John A. Henry is vice president and secretary and gen- 
eral counsel for both the Continental Assurance Co. and the Conti- 
nental Casualty Co. William N. Borden is vice president and director 
of the Continental companies and a director of the United States Life 
Insurance Co. In addition, there are 14 other directors and officers 
who hold positions in the three companies. 

Mr. Paul H. Rinker is vice president in charge of group insurance. 
Mr. Russell P. Inskeep is chief of the group statistical division. 

The company has been writing group insurance since 1928. The 
growth of its group business is illustrated by the following data with 
respect to its group accident and health insurance. According to the 
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Spectator, again, in 1952 the company had earned premiums for health 
and accident insurance of $16,582,751. In 1954 these amounted to 
$24,731,104. 

As of October 1, 1954, the company had approximately 1,750 group 
cases on its books. It may be noted that in that year the group acci- 
dent and health insurance business amounted to $24,731,000, while its 
total business for accident and health insurance amounted to $25,- 
448,000: 
Mr. Correr. Mr. Zisman, what was that figure again ¢ 
Mr. Zisman. The second figure was $25,448,000. That is the total 
‘cident and health business of the company. 

Mr. Correr. Is that premium ¢ 

Mr. Zisman. Those are earned premiums. 

Mr. Correr. For which year ¢ 

Mr. Zisman. For 1954. The same year the premiums for its group 
business, accident and health, were $24,731,104, so that its group insur- 
ance was quite an important part of its business, especially in the acei- 
dent and health insurance field. 

In 1953 the company had approximately 1,600 cases, exclusive of 
the cases which satisfied the State laws requiring accident and health 
insurance in the States of New York, New Jersey, and California. 
These 1,600 group cases involved 467,000 lives, with total premiums 
of $28,350,000. Claims on these cases were approximately $21,563,000. 

By and large, the cases are small; 43 percent of the cases involve 
fewer than 25 lives each. 

Mr. Correr. What were those percentages again ? 

Mr. ZisMANn. 43 percent, fewer than 25 lives each; 65 percent, fewer 
than 100 lives each. About 10 percent of the company’s business con- 
sists of life insurance in connection with accident and health insurance 
written by the Continental Casualty Co. 

Mr. Correr. In other words, Continental Casualty takes the casualty 
end and the insurance company takes the life ? 

Mr. Zisman. That is correct. 

Mr. Correr. That amounts to 10 percent of the business? 

Mr. Zisman. That is right. According to statements by officials. 
The company reported to the subcommittee that it had issued or 
renewed in 1952, 63 group contracts to trust funds or other entities 
where trade unions appeared to have a say in the selection of insurance 
carriers and which were subject to collective bargaining. 

The financial data for these transactions are as follows: These 
63 contracts involved premiums of over $3,151,000. The incurred 
claims on these 63 cases were approximately 76 percent—76.6 percent 
of the billed premiums. By comparison for the 79 companies in the 
interim report of this subcommittee, the claims ratio was 79.5 percent. 
The experience rating refunds paid on these cases was 7.7 percent as 
against 8 percent reported by the 79 companies in the interim report. 

_The total company retentions amounted to 15.7 percent, as against 
12.5 percent for the 79 companies. Retentions broken down into com- 
missions, service fees, and expense, reserves and profits are as follows: 
commissions, 4 percent, as against 3.4 percent; service fees, 2.5 percent 
as against nine-tenths of 1 percent; expenses, reserves, and profits, 9.2 
percent as against 8.2. 
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Mr. Correr. Was your analysis of the various cases initially made 
of the questionnaire information we had received from the company 
pursuant to our request of last year ? 

Mr. Zisman. The analysis at the home office of the company was 
started on the basis of the questionnaires sent to us by the company 
last year. In addition to these cases, we looked at a number which 
were not in the group reported to the subcommittee. 

The company does business through general agents. It has 381 
agents throughout the country. There is a New York branch office 
which helps the general agents in various ways, such as assisting them 
in computing rates, correspondence with the company with respect to 
rate refunds, with respect to renewal rates and that sort of thing. It 
appears to be rather effective in assisting the agents in holding the 
yusiness. 

The agents in an agency, in a general way, are paid through com- 
missions and service fees. Many of them conduct much of the book- 
keeping that is necessary with respect to these cases. 

The company has 17 different commission schedules. As is usual 
in the industry, it pays the first-year commission and then 9 renewal 
commissions, although we have found in one instance that commis 
sions were paid beyond the 10th year. Four of these 17 different 
schedules apply to group creditors insurance and, of course, we are 
not interested in those, but it is interesting that there are 13 different 
schedules that apply to the type of insurance in which we are inter- 
ested. All of these schedules have been filed with the New York Insur- 
ance Department, except schedules 9 through 17. 

The commission schedule that is most widely used is the so-called 
No. 6 schedule, which is the schedule that starts with 23 percent on 
the first $5,000 of premiums, and graduates downward to 0.1 percent 
on premiums in excess of $500,000. The renewal commissions on that 
same schedule start at 6 percent for the first $1,000 and graduate down- 
ward to two-tenths of 1 percent on cases in excess of $500,000. 

Commissions are computed separately. On life insurance and 
accident, death and dismemberment insurance and accident and sick- 
ness insurance and under various hospital, surgical, and medical 
benefits insurance—the last three are grouped together for commission 
purposes. 

This schedule I have just outlined includes an overriding of 3 per- 
cent for the general agent for first-year commissions and 1 percent 
renewal commissions for the general agents. 

The effect of this type of a commission schedule is this: assuming 
a $15,000 premium, and assuming only 1 type of coverage, the com- 
mission for the first year would be $2,825. For renewals it would be 
$470. However, if 4 different coverages are included, the commissions 
for the first year would be $3,450, and the renewals would be $650 a 
year. 

Mr. Correr. Those are hypothetical ? 

Mr. Zisman. That is a hypothetical situation. 

Mr. Corrrr. How do they figure their commissions—on how many 


different coverages? Life, casualty group, or on various coverages. 
in the casualty group ? 
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Mr. Zisman. According to the schedules that I have before me, if 
I may quote: 

The above commission rates are applied separately to premiums paid on each 
policy: life, accidental death, and dismemberment, accidental sickness and hos- 
pitalization in each policy year. 

Mr. Correr. Those are bulked in one or computed separately ? 

Mr. Zisman. They are computed separately in four different groups 
according to what I have before me. 

Senator Doveias. Were you here yesterday and yesterday after- 
noon ¢ 

Mr. Zisman. Part of the time, Senator. 

Senator Dove.as. Did you hear the testimony in the case of the 
insurance company there examined, that the commissions were com- 
puted separately on different types of policies for a given company 
or given coverage, and were not lumped together ? 

Mr. Zisman. I heard that in part. I didn’t hear the whole testi- 
mony. 

Senator Doueras. This would apply to Continental Assurance, too ? 

Mr. Zisman. Yes, except here the health insurance is grouped to- 
gether as one so that hospital, medical, and surgical insurance are 
considered as one policy instead of three different policies. 

We have found in one instance that this company pays a contin- 
gency bonus. This practice has been borrowed from the casualty 
insurance business. The bonus is paid in addition to the regular 
commissions and the service fees that are paid to this broker. It is 
based on the claims experience of his entire business, except 3 or 4 
cases. This broker, incidentally, does a volume of business between 
2 and 3 million dollars a year. 

Senator Dovaenas. That is 2 or 3 million dollars in premiums? 

Mr. ZismMAN. Between 2 and 3 million dollars in premiums per 
year. 

Mr. Corrrer. One agent? 

Mr. Zisman. That is one agent. 

Mr. Correr. What is that agent’s name? 

Mr. Zisman. The C. J. Simons Corp. The rates on which this 
bonus is paid range variously from 2.5 percent to 10 percent. Actually 
in this case it has figured out to between 2 and 6 percent, depending 
on the year. 

I might say that this bonus was not reported to the subcommittee 
on the questionnaires nor was it filed with the New York State Insur- 
ance Department until October 3, 1955, or some time later, when the 
counsel for the New York State Insurance Department ruled that this 
bonus was commissions. 

Senator Dovueras. This is a bonus in addition to the regular com- 
missions ? 

Mr. Zisman. And the service fees. 

Senator Doveras. It is in addition to the commissions and in ad- 
dition to the service fees? 

Mr. Zisman. Yes, sir. 

Senator Doveras. It amounted to $164,000? 

Mr. Zisman. It amounted to $208,000. 

Senator Doveras. $208,000? 
Mr. Zisman. From July 1, 1951, to September 31, 1955. 
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Senator Dovetas. I see. Over a period of 414 years roughly, there- 
fore, it came to $208,000 ? 

Mr. Zisman. That is right, Senator. The service fees paid by this 
company varied. We have seen three schedules in the questionnaires 
filed with us: Schedule B which pays 2 percent, schedule C which pays 
3 percent, and schedule D which pays 4 percent. The 4 percent pre- 
sumably includes 2 percent for administration and 2 percent for 
claims handling. 

There have been variations in this. We have seen 1 case where the 
service fees were as high as 10 percent from 1948 to 1953, after which 
they were dropped to 4 percent. We have seen another case where it 
was 3 percent from May 1950 to May 1955, and then dropped to 214 
percent. 

The cumulative effect of these various commissions and services fees 
is illustrated in one case. On the worksheets in the files of this case, 
from which the experience rating referred to was calculated, we have 
found this note: For 1950, the total amounted to 13 percent of the 
billed premium. This was broken down into 5 percent for the bonus, 
4 percent for the commissions, and 4 percent for the service fees. 
For the next three—— 

Mr. Correr. Four percent for what ? 

Mr. Zisman. For the service fees. For the following 3 years, this 
added up to 12 percent of the billed premium, divided evenly between 
bonuses, renewal commissions and service fees. 

Mr. Correr. I wish you would explain that. I am not quite getting 
its significance. You are giving an example of how what applies? 

Mr. Zisman. I can explain it this way, sir. Assuming a billed 
premium of $1,000, the bonus for that particular case in the C. J. 
Simons situation was reckoned at 5 percent in 1950, the renewal com- 
missions at 4 percent, the service fees at 4 percent, so that the total 
charge against the billed premium was 13 percent. In each of the 
following 3 years the total charge was 12 percent divided evenly be- 
tween the contingency bonuses, the renewal commissions and the 
service fees, 4 percent in each instance. 

Mr. Correr. And these contingency bonuses depended on the experi- 
ence in the policy ? 

Mr. Zisman. That is right, and all the business of this agent. 

Mr. Correr. Why would it be a set amount each year, then? 
Wouldn’t the experience vary ? 

Mr. Zisman. It would vary, sir, but for the purpose of computing 
the experience rate refunds certain assumptions are made and that is 
straightened out at the end of the year, I understand. 

Mr. Correr. Are you suggesting that artificial assumptions are 
made to bring it out to 5 percent ? 

Mr. Zisman. I wouldn’t say they are artificial. I would say they 
are based on expected experience, and with the expectation that at the 
end of the year a reckoning would be made and the accounts would 
be straightened out. 

Mr. Correr. If the experience didn’t warrant it at the end of the 
year, then would they reduce the contingent bonus or raise it to 7 
percent, or some other figure ? 


Mr. Zisman. I am not sure, except I suppose an adjustment would - 


be made in the commission accounts between the agent and the 
company. 
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Mr. Correr. But in this particular case, the fees that were given 
to Simons, divided between bonus, renewal commissions, and service 
fees, or this contingent fee, and renewals and service fees, were 15 
percent and then just over 12 percent 

Mr. Zisman. That is right. 

Mr. Correr. Did that level of charges paid to Simons maintain in 
most of these cases, or was there considerable variance ‘ 

Mr. Zisman. The commission rate and the service fees maintained 
more or less. There was some variation. By and large, this did main 
tain. Of course the bonuses, as you said, being dependent on the ex- 
perience of the cases produced by this broker, did vary from year to 
year. 

* Senator Doveras. Do I understand, then, that other brokers re- 
ceived this extra bonus in addition to C. J. Simons ¢ 

Mr. ZisMAN. So far as we know, Simons is the only case we have 
found where that took place. 

Senator Dovetas. Did you examine other cases / 

Mr. Zisman. We did, sir. 

Senator Doueias. How many other cases? 

Mr. Zisman. We looked at probably between 70 and 80 cases. 

Senator Douenas. Seventy or eighty ? 

Mr. ZisMAN. Seventy or eighty cases, involving various brokers. 
In a few instances we found that the general agents handle nearly all 
of the accounting and the correspondence and relationships between 
the policyholders and the company. In other words, they bill the 
policyholders, and they remit net to the company after deducting their 
commissions, service fees, bonuses, and everything else. In some in- 
stances, the experience rating refunds were also deducted, and the 
general agents remitted net to the company. 

Senator Dovetas. In other words, the agents collect the premiums, 
deduct their charges, pass on the remainder to the company; is that 
right? 

Mr. Zisman. That is right. 

Mr. Correr. C. J. Simons was one of this type of brokers or agents? 

Mr. Zisman. That is right. C. J. Simons was one of them. We 
found two other instances in which that took place. We understand 
that this practice has been discontinued recently, and that only a few 
agents were conducting business that way. 

I might say parenthetically that this practice is a carryover from 
the casualty insurance business where I understand it is fairly 
common. 

Senator Doveras. Do I understand then that the present practice 
is to have the payments made directly to the company ¢ 

Mr. Zisman. That is correct. 

Senator Dovueias. And then the company will settle with the 
agents ? 

Mr. Zisman. That is correct. With respect to policyholders we 
have found that the company follows the practice which is required 
by New York State of charging the standard rates for life insurance 
during the first year, and with respect to accident and health insur- 
ance, charging the rates filed with the insurance commissioner. There 
are, of course, the usual discounts for size of policy and where the 
company administers the policy, there is the usual self-administration 
allowance. 
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After the second year, however, the insurance companies can handle 
their rates more or less in accordance with their experience in the par- 
ticular risk. It is quite natural to expect with respect to life insur- 
ance, for example, that the average age of the group of employees 
insured will increase as time goes on. That requires a periodic reex- 
amination of the rate charged for life insurance for a given group. 

This is called reaging. Reaging i is done more or less regularly, not 
always every year,though. It sometimes is not warranted. We have 
found various instances in which the results of reagings were affected 
by correspondence between the agent and the company, or between 
the policyholders and the company. For example, in one case where 
the rate was set at 87 cents when the policy was first issued, the case 
was reaged 4 years later to$1.11. The New York office wrote the com- 
pany, stating that this was a rather large case, and urged the company 
to maintain the old rate of 87 cents. The home office, after ex: mining 
the case, suggested that only 15 percent discount be given from the 
new rate. After some cor respondence the company finally agreed 
that the rate would be reduced by 20 percent to 89 cents per thousand 
per month, as against the reaging rate of $1.11. 

Mr. Corrrer. What is the sienificance of that, Mr. Zisman ? 

Mr. Zisman. The significance of this situation to me is this: That 
this practice responds to competition. It is not practiced evenly in 
all cases and, in some cases, a policyholder who is sophisticated or who 
has a sophisticated agent will receive better treatment than another. 

Senator Dovetas. Must the agent not only be sophisticated but 
rather energetic and aggressive? 

Mr. Zisman. I would say so. 

Senator Doveras. It is not mere sophistication that enables the 
policyholder or the aged to get better treatment, isn’t that true? 

Mr. Zisman. I would say so. We have seen similar instances with 
respect to accident and health insurance where the rates were also 
adjusted in response to the pressure or request of the policyholder 
or the agent. 

In a few instances we found that administration allowances were 
made to policyholders when similar allowances were paid also to the 
agent. In some instances, they were as high as 6 percent, in addition 
to service fees paid to the agent, which amounted to 4 percent. We 
found one case in which the home office seemed to inquire of the New 
York office as to why the administration allowance was paid when the 
case was a home-office administered case, 

The policy with respect to experience rating and refund does not 
seem to be a uniform policy with respect to all cases. 

Mr. Corrrr. When you say experience rating refund, you are talk- 
ing about the dividend or the part that goes back to the ‘policyholder 
in a stock company ? 

Mr. Zisman. That is right. As you know, basically there are two 
types of insurance companies: The mutual companies and the stock 
companies. The mutual companies pay dividends and the stock com- 
panies pay an experience rating refund. That puts both types of 
companies on the same competitive basis. 

It appears that all cases do not come up routinely for consideration 
for experience rating and refund. We have found very few instances, 
T might even say no instances, depending on how you define a small 

case, in which small cases had received experience rating refunds. 
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Mr. Correr. Did you say you had not found any instances ¢ 

Mr. Zisman. Depe nding on what you call a sm: all case. If you call 
a small case, say, $10,000 in billed premiums and roughly 100 em 
ploye es, we have found no such cases 

Senator Doveias. That is $10,000 per policy, isn’t that true? So if 
there were 3 or 4 policies, the company or group might be contr ‘but ing 
$30,000 or $40,000 but would not get a refund. Isn’t that true? 

Mr. ZISMAN. No, sir. In this case I mean $10,000 for all the policies 
issued on that one particular case. For example, the attitude of the 
company may be expressed this way—we have seen one case in which 
the company stated— 

This is a small case. We don’t normally pay an experience rating refund, but 
we will in this case. 

This particular case involved 130 employees. 

Mr. Correr. Was that pursuant to a request or demand ¢ 

Mr. Zisman. Pursuant to correspondence between the broker and 
the company. We have found in many cases that there was a great 
deal of correspondence between the company and the branch office in 
New York, or the company and its general agents, and sometimes the 
company and the policyholders, with respect to the experience rating 
refunds and their amounts, and in, quite a number of instances there 
seems to be a certain response to this correspondence. In some cases 
it would appear that the amount of the refund cert: ainly responded 
to that kind of interest on the part of the policyholders, the agent, and 
the a York office. 

Mr. Correr. Was it your impression from your analysis that in 
another instance, where there was a similar sized case and the e xperi 
ence was just as good but nobody wrote in, there appeared to be no 

rating of experience and no refunds sent out ? 

Mr. Zisman. I wouldn't put it quite that way, Mr. Cotter, but what 
I would say is this. In going through the case files, it appeared that 
where there was a great “deal of correspondence on the matter, there 
was some refund or the amount of refund was increased. In other 

vases where there was little or no correspondence, whatever refund 
was decided upon by the company was it. 

Mr. Correr. There might be no correspondence in the file because 
the experience might have been ver y bad and the policyholder knew 
he had no refund coming. But was there any relation or similarity 
between the cases which you looked at where no refund was paid and 
there was no correspondence and the type of case where they did pay it 
and there was some correspondence, in your opinion ? 

Mr. Zisman. That is a very difficult type of analysis to make, Mr. 
Cotter. We didn’t have quite the opportunity to be that exact, but 
we have seen many instances where the company stood on its ground 
and said, “In this particular case we cannot pay anything.” But from 
our examination of the cases, it seemed to us that there was quite a 
great deal of response to this correspondence. 

Mr. Correr. Was there an inconsistency, or any degree of incon- 
sistency, in retentions from your analysis? Did it ever appear that 
the company kept what it could, provided no pressure was put on or 
some request made ? 

Mr. Zisman. It seemed in certain cases, Mr. Cotter, that the com- 
pany would not have paid the amount it did pay if there had been no 
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correspondence on the part of either the policyholder or the agent, or 
that much correspondence on the part of either. 

We have found in certain instances that the company made reten- 
tion agreements with its policyholders; those were not general. As 
you know, guaranties cannot be made under the New York State regu- 
lations and yet agreements were made which supra guaranties. 
For example, in one case there is a statement in the file which reads 
that, while there is a recent ruling on the part of New York State to 
prohibit the guaranty of retention rates, I quote: 

We do, however, wish to reassure that the retention of 9 percent of gross 
premium for the policy year, January 1, 1954, to December 31, 1954, is correct and 
not subject to change. 

There are other instances where the retention agreement, while it is 
not a guaranty, is a pretty strong agreement. 

We have tried to obtain from the company an explanation of its 
experience rating refund formula. As you know, experience rating 
a formulas are considered by the insurance companies their stock 
in trade. It is their private secret and they don’t discuss them very 
freely. But basically the various factors that enter in this experience 
rating refund are the actual commissions paid, the taxes paid, depend- 
ing on the State in which the policyholder is located, the life reserves 
which are required by the States, the life risk, which is a charge above 
the actual amount necessary to carry the risk, and which is intended to 
yield a profit to the company. 

There is a similar risk charge with respect to accident and health. 
There is a charge for the expenses of handling each case at the home 
office, both with respect to life insurance and separately with respect to 
accident and health, if that is included in the policy. There is a 
charge against the policy for the cost of handling claims. The service 
fees paid to the Secale are included. The bonuses, if any, are made to 
the broker and there is an acquisition charge which consists of the 
home office expense of placing the case on the books, such as printing 
of the booklets of the company and that sort of thing. 

These items are important items that get into the computation of 
the experience rating refunds. The actual factors which are used we 
have not been able to obtain, although we have seen examples of their 
usage. 

Mr. Corrrer. Thank you, Mr. Zisman. 

Senator Dove.as. Before examination proceeds further, the chair- 
man wants to correct an impression which has been conveyed by one 
of the wire services. I find that yesterday one of the wire services 
sent out a dispatch stating that the subcommittee decided to reconsider 
the extent to which it would require United States Steel and General 
Motors to disclose publicly financial details of their welfare and pen- 
sion funds, and I am quoted as having made that announcement. 

I am sorry that these reports have become current. So far as I am 
concerned, the subcommittee stands just where it originally stood. 

General Motors will not receive favored treatment, and it will be 
required to disclose those details. As I said at the time, the law draws 
no distinction, or should draw no distinction, between rich and poor, 
between employer and employee, and what is required of one group 
should be required of others. Since we have required full disclosure 
from unions, we cannot in justice make any exception for employers. 
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There may be one point which has not been decided upon, namely, 
that it is a question as to whether precise holdings should be made 
public, although I think it is the opinion of the committee that they 
should be dise Josed to the committee. But in general, the committee's 
vote, as I understood it, was that no distinction should be drawn, and 
General Motors should be required to disclose. 

I stand by that decision. 

I might point out that United States Steel had no hesitancy in 
making such disclosures of its programs, except as to the specific 


stocks and bonds which it held in its pension portfolios. 


I hope that the wire services will correct this error, which I am 
sure was unintentional, and send out another dispatch. Senator 
Allott? 

Senator Axxiorr. Mr. Chairman, supplemental to that—I think 
what the Chair says is correct. 

I want to say that from my personal viewpoint I did not feel 
although there may be adequate reasons—that General Motors showed 
to the committee on its appearance what I would consider to be ade- 
quate and impelling reasons for nondisclosure. If they had, it might 
be that—again speaking for myself—I might have made a personal 
decision, of course always bound by the majority of the committee, 
that we would receive such information in executive session. 

As I understand the situation now, we are still in the position with 
United States Steel that we are to determine and have yet to determine 
whether we will receive the information concerning their investment 
portfolio in executive session, or whether it will be received in a public 
hearing. Is that the chairman’s view ? 

Senator Dove.as. I think that is correct. 

Senator Autuorr. That is my understanding. I thought we might 
clear it up. 

Senator Doucias. Mr. Cotter? 

Mr. Correr. Mr. Suss, yeu accompanied Mr. Zisman in part of 
the study of this case, and you did a field investigation in addition to 
the actual review of the files, did you not? 

Mr. Suss. Yes, sir; I did. 

Mr. Correr. Would you briefly summarize the results of your 
inquiry ¢ : 








TESTIMONY OF FREDRIC T. SUSS, STAFF MEMBER, SUBCOMMITTEE 
ON WELFARE AND PENSION FUNDS 


Mr. Suss. After examining the files at Continental Assurance’s 
home office, we then proceeded to Newark, N. J., where Mr. Robert 
Emmet Dunne and I examined C. J. Simons & Co. 

We learned that C. J. Simons & Co. was a longtime general agent 
of Continental Assurance in Newark, and they did a pretty decent 
sized business in the fire and casualty field. Around 1944 Mr. William 
H. Croland joined the Simons Co. for the purpose of writing group 
business. 

Mr. Correr. Mr. Suss, may I interrupt you? During your analysis 
of the Continental Assurance Co. files did you run across the trail of 
the New York insurance department in an inquiry they were 
conducting ? 

Mr. Suss. Yes, sir; I did. 
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Mr. Correr. And was it primarily in reference to the C. J. Simons 
matter ? 

Mr. Suss. Yes. I think it was exclusively in reference to C. « 
Simons Corp. 

Mr. Correr. And thereafter we had conferences with the New York 
insurance department; is that correct ‘ 

Mr. Suss. That is correct. 

Mr. Correr. And at times they furnished us certain information ? 

Mr. Suss. Yes, they did. 

Mr. Correr. But this was subsequent to the time that we had learned 
of, both from the Continental officials and others and through the 
files, a very unusual situation with respect to the Simons Co. 4 

Mr. Suss. That is true. I might say we furnished them with some 
information which they did not have. 

Senator Doveias. In other words, we cannot be accused of poaching 
on the preserves of New York State? 

Mr. Correr. The point I want to make is that there was some co- 
operation, and I wish you would point out as you go along any in- 
formation that you did receive from the New York department so 
that they may get the full credit for it. 

Senator Doveras. Before you do that, may I say that although my 
knowledge of eastern geography is imperfect, I always thought that 
Newark was located in the State of New Jersey rather than the State 
of New York, and therefore we were not interfering with the govern- 
ment of New York. 

Mr. Correr. I am sure we are not, Mr. Chairman, but 

Senator Ives. Mr. Chairman, I don’t think the gentleman from New 
York in any way resents such interference, if you want to call it that. 
I know of no charge by members of the committee against New York. 

Mr. Correr. Just make sure that you do mention the information 
that we received from the staff of the New York insurance department 
as you come to the details, Mr. Suss. 

Senator Dovetas. In other words, you received full cooperation 
from New York? 

Mr. Suss. Yes, sir. 

Senator Doveras. Relations are friendly, amicable, and they co- 
operate with us very fully? 

Mr. Suss. That is true, Senator. 

Around 1944 Mr. William H. Croland joined the Simons Corp. for 
the purpose of writing group business, which theretofore the com- 
pany had not done on a lar ge scale. Mr. Croland succeeded in writing 
considerable business, so that Mr. Croland and Mr. Charles J. Simons 
formed a separate corporation for the purpose of handling group busi- 
ness. Mr. Charles J. Simons became the president and Mr. William H. 
Croland, the treasurer. Each of these gentlemen at present owns 50 
percent of the stock of the cor poration. 

The new corporation, which was called C. J. Simons Corp., became 
a general agent for Continental Assurance, and they were paid the 
regular general agency commissions, which were 23 percent graded on 
new business and 6 percent graded on renewals. Of course, out of this 
commission they were to pay y the brokers the usual 20 percent graded on 
new business, and 5 percent graded on renewals. 

Senator Atiorr. Out of this they were to pay the brokers what? 
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Mr. Suss. Twenty percent graded on new business and 5 percent 
graded on renewals. 

Senator ALLorr. Which meant that they were taking » percent on 
new business and 1 percent on renew als? hicks 

Mr. Suss. Yes, sir. In addition to these COMMISSIONS, the general 
agent was paid on most of the business—Mr. Simons said practically 
all—an administration fee of 4 percent of premium. In addition, there 
was a contingency bonus arrangement between the company and the 
general agency. . ' 

Mr. Correr. In other words, that is the same contingent arrange 
ment we were discussing in the case yesterday—not the same but a 
similar type of arrangement—whereby additional amounts are paid 
back to the agent, depending upon the good-risk experience of the 
policy, and it comes out of what would have been the bonus to the 
policyholder, or the dividends, if you will, in another type of company $ 

Mr. Suss. That is substantially correct. The amount of contingency 
commission was contingent upon the loss ratio. In other words, it was 
tied to the loss ratio, so that they were paid anywhere from 2 to 10 
percent, depending on whether the loss ratio was 58 or 78 percent, for 
example. 

Mr. Correr. But it came out of the portion after the insurance com- 
pany’s regular charges, original commissions, and profit were first 
taken out? 

Mr. Suss. It was charged against the premium as part of the cost. 

Mr. Correr. Yes. 

Mr. Suss. C. J. Simons Corp., between the years 1951 and 1954, 
wrote between two and three million dollars in premium each year, 
and the corporation’s group earnings, as reported to us by Continental 
Assurance for that period, ranged from $250,000 to $325,000 per year. 

Mr. Correr. Whose earnings ? 

Mr. Suss. The earnings of the C. J. Simons Corp., the total of these 
commissions, administration fees, and contingency bonus. 

Senator Ives. How much other business did they have? 

Mr. Suss. We didn’t go into their other business. 

Senator Ives. They had other business, I take it? They had other 
insurance ? 

Mr. Suss. They had other insurance besides group. 

Mr. Correr. Was all their business with this company ? 

Mr. Suss. They placed business with other companies as brokers. 

Mr. Corrrer. They were agents, though? 

Mr. Suss. They were general agents for this company. The bulk 
of the business went to Continental Assurance. 

Continental Assurance advised us that C. J. Simons Corp. is the 
only general agent with whom they have this contingency agreement 
commission. They explained it to us in this way. Since the agent 
was going to administer these cases, and administer claims, he should 
have a financial interest in the efficient handling of these claims. so 
they contrived this arrangement to give him that interest in efficient 
claims handling. 

Mr. Correr. Did they show this arrangement on any bonus state- 
ments that they sent out to policyholders ? 

Mr. Suss. No, they did not, as they did not show what the regular 
commissions were. As Mr. Zisman pointed out, this information was 
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not reported to us on the questionnaires which Continental submitted 
to us about a year ago, and it was not filed with the New York depart- 
ment until October 3, 1955, when the New York department came upon 
this information from a different source. 

In January 1954 Mr. Croland reported to Mr. Rinker, vice president 
of Continental, that there was a certain fund called the Plasterers 
Local 30 Welfare Fund, in which he had been withholding from the 
company a portion of the premium, and the total amount withheld, 
according to Mr. Croland, was $32,000 approximately. 

Mr. Correr. When was this? 

Mr. Suss. This was in January 1954. 

Mr. Correr. Go ahead. 

Mr. Suss. Mr. Croland said he was there to report this and to 
straighten out the accounts of the company and to pay whatever was 
due to the company. 

Again, in August of 1954, Mr. Croland reported to Continental that 
he had 12 other cases in which he had been withholding premium from 
the company, and these cases showed a total of about $132,000 in pre- 
mium withheld from the insurance company. So there was an overall 
total of $164,000 withheld in premiums. 

On the basis of Mr. Croland’s figures which he submitted to Conti- 
nental, a premium adjustment was made with the policyholders con- 
cerned in October 1954, and an accounting was begun between C. J. 
Simons Corp. and Continental Assurance Co. In this accounting 
credit was given to C. J. Simons Corp. for their usual commissions, 
the contingency commission, and the administration fees so that out of 
the $164,000 withheld, C. J. Simons Corp. was charged with $111,148. 
This was merely a bookkeeping transaction, and the Simons Corp. was 
charged on their regular commission accounts with this liability. 

We interviewed Mr. Charles J. Simons, president 

Mr. Correr. Let me find out how many cases this $132,000 with- 
holding involved ? 

Mr. Suss. The $132,000 involved about 12 cases. 

Mr. Correr. And the $32,000, only 1? 

Mr. Suss. Yes, sir. 

Mr. Correr. So there are 13 cases in all involved ? 

Mr. Suss. Yes, sir. 

Mr. Correr. In other words, when the premium came in from the 
fund, or the employer, or the policyholder, a certain amount was 
deducted by the Simons Corp., or diverted, or embezzled, and then 
the balance was sent on to Continental Assurance ? 

Mr. Suss. Yes, sir. This was made possible because C. J. Simons 
would administer these particular cases, and he would bill the policy- 
holder and the policyholder would pay him the premium, and he 
would send a different bill to Continental Assurance—not a bill, but 
he would report the amount of premium due, and he would send a 
lesser amount to the insurance company. 

Senator Ives. What happened to the value of the insurance in the 
meantime when the premium wasn’t being paid ? 

Mr. Suss. What happened to—— 

Senator Ives. What did Continental do about the insurance? They 
didn’t get the premium. Did they still carry the insurance for them? 

Mr. Suss. Yes, sir. They relied entirely upon their general agent. 
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Senator Ives. In other words, there was an arrangement between 
the agent and the company covering that kind of a situation; Is that 
right 

Mr. Suss. No, sir; not ex: actly. The company left to the general 
agent all of the det ails of administration in these cases. On ly the 
agent knew who the insureds were individually and he kept the file 
of the various individuals covered, so the insurance company was 
insuring the total number of beneficiaries but they were receiving 
premium on only part of them. 

Senator Douauas. In other words, this js similar to what happened 
in the Laundry Workers case / 

Mr. Suss. Yes, sir; it is similar up to a certain point. In that 
case the man who withheld the premiums insured the individuals for 
whe he held out premium, but in this case the company was insuring 
all of the beneficiaries, regardless of the amount of premium which 
they received. 

Mr. Correr. I think you are not quite accurate in your statement 
about the Laundry Workers case, Mr. Suss. I think he may have 

carried the insurance himself for a short period of time on his extra 
peel but, as I recall, during the greater portion the insurance com 
pany carried that whole risk, too. He just held out premiums. 

Senator Atiorr. May I inquire before we proceed on this, Mr. 
Suss, how the insurance company handled this if these fellows were 
deducting or holding out premiums’ How did the insurance com- 
pany insure everyone? What was the mechanical arrangement that 
enabled them to do that? That is what I am interested in. 

Mr. Suss. Out of a group of, say, 1,000 people, you don’t expect 
to get a thousand claims, so whatever claims arose, the Simons Corp. 
forwarded them to the company for payment, and the company paid 
the claims, not knowing 

Senator Atxorr. In other words—let me reconstruct. it. Maybe 
this will straighten me out faster than you can do it. If he reported 
750 instead of 1,000, there wouldn’t be more than that number of 
claims arise, so they would still pay the claims on the 750 people, 
or 500, even though he is deducting the premiums for 250; is that 
right? 

Mr. Suss. That is correct. 

Senator Atxorr. Is that the method that was used? 

Mr. Suss. That is as I understand it. 

We interviewed Mr. Charles J. Simons, who told us that he was a 
lawyer who had been in the insurance business since 1919. He claims 
to know very little about group insurance, and for that reason he 
took on Mr. Croland, and also for that reason he depended completely 
on Mr. Croland to run this branch of the business. 

He said that he had no knowledge that portions of premiums were 
being withheld by Mr. Croland, and when Mr. Croland reported the 
fact to him, he insisted that he make the slate clean with the insurance 
company, and he himself assured the company that he would stand 

for all losses which the company and the policyholders might have 
suffered. 

Mr. Correr. Over how long a period did these embezzlements occur ? 

Mr. Suss. The best information we have is that it started around 
1951 and continued to 1954. Mr. Simons assured us that he was sat- 

isfied that Mr. Croland did not retain any of this money personally, 
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and neither did Mr. Simons retain any of this money, and he also 
said that the corporation did not benefit by this, at least as far as the 
particular funds were concerned. 

Senator Ives. What happened to the money ? 

Mr. Suss. Mr. Croland claims that he paid all this money out 
in what he calls administration fees to certain individuals who con- 
trolled the business in order to retain the business. 

Senator Dovue.as. Did he give you a list of those men ? 

Mr. Suss. Yes, sir. He gave me some of the names as well as he 
could remember, but it is not a complete list. 

Senator AtLotr. Mr. Suss, I am not sure that I understand all 
that you havesaid. Is there any differentiation in your mind between 
these administration fees and outright bribery ? 

Mr. Suss. Well, no, sir; there is not. 

Senator Atiorr. In your own mind? 

Mr. Suss. In my own mind there is not. 

Senator Dove.as. Is it appropriate to have you put into the record 
at this time the names of the men who received these grants and the 
approximate amounts, as testified to by Mr. Croland, who is here, 
and whose testimony can later be heard ? 

Mr. Suss. Yes, sir. I would like to come to that a little later, if 
I may. 

Now, Mr. Simons told us that he had no knowledge of all this 
going on, until it was confessed to him by Mr. Croland. Neverthe- 
less, Mr. Simons signed all the checks of the corporation; both his 
signature and Mr. Croland’s were required on all checks, and all of 
these payments were made by check of the corporation. Some of 
them were rather large, and Mr. Simons said that, small or large, 
he never questioned Mr. Croland’s payment of these sums. 

Mr. Correr. Are Mr. Croland and Mr. Simons still in business? 

Mr. Suss. Mr. Simons is still in business. C. J. Simons Corp. is 
still conducting group business, and C. J. Simons & Co. is still con- 
ducting the balance of the business. 

Mr. Croland has resigned as treasurer of the corporation upon the 
insistence of Continental Assurance, and he also resigned as an 
employee of the corporation but he still retains half of the stock of 
the company. 

Senator Doveuas. Are they still the agents of Continental Assur- 
ance Co. ? 

Mr. Suss. Yes, sir; C. J. Simons Corp. is still the general agent. 

Mr. Simons has told us that, as soon as an auditing of these accounts 
is made and completed, he will buy the stock which Mr. Croland 
now holds, so that Mr. Croland will no longer have any connection 
with the corporation. 

Mr. Correr. But Simons signed all these checks along with Croland ? 

Mr. Suss. Yes, sir. 

Mr. Correr. Was there any reason given as to why Croland broke 
down and got this off his chest originally ? 

Mr. Suss. No reason was given by Mr. Croland except that he 
said the thing had become a Frankenstein, and we can only speculate. 
I have had speculative reasons given to me by Continental and by 
Mr. Simons himself, the most important of which is that it may have 
been because of the various investigations and inquiries into welfare 
funds like the New York inquiry and ours and the House. 
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Mr. Correr. What were the reasons—I believe you testified that 
they claim they got nothing out of it personally, that the corporation 
didn’t benefit, and that they paid it all out. This was in addition 
to many administrative fees that they were paying, that they were 
capturing out of the policies; was it not? 

Mr. Suss. Yes, sir; it was. 

Mr. Correr. What reason did they give for doing this? 

Mr. Suss. Well, the only reason Mr. Croland gave was that he 
found it necessary to make these payments in order to retain the 
business. 

Senator Doveias. The men to whom he made the payments would 
not give him the business, or wouldn’t give Continental Assurance the 
business, unless there were these payments ? 

Mr. Suss. Yes, sir; that was Mr. Croland’s understanding. 

Senator Doveias. Which were in a sense kickbacks, if we may use 
that term ? 

Mr. Suss. I think we may; yes, sir. 

Mr. Correr. Did you get at least an original story to the effect 
that somebody instructed them to do this? 

Mr. Suss. Yes, sir. Now, a good bit of this money was involved 
in the Teamsters’ funds. If you want to go into that now—lI didn’t 
plan to. 

Mr. Correr. If you want to go into something else, go ahead. I 
don’t want to interrupt your presentation. 

Mr. Suss. Yes, sir. Mr. Simons said at one time he became con- 
cerned about these payments being made to unlicensed persons. 

Mr. Correr. Mr. Simons? 

Mr. Suss. Yes, sir. 

Mr. Corrter. I thought he said he didn’t know anything about it. 

Mr. Suss. He knew payments were being made to persons who were 
not licensed brokers, but he was assured that this was the general 
practice in the group business, so to satisfy himself on this point, he 
wrote a letter to Continental Assurance, and asked for their advice. 
They responded with a bulletin of the New York department of which 
I have a copy here. It is dated July 16, 1952, and I will not read it 
all, but in substance it says that it is not permissible to pay unlicensed 
persons any sums with three exceptions, and the exception which they 
rely on is this one: 

Reasonable expenditures to persons, other than policyholders, retained or 
employed by the insurer for services rendered in good faith on behalf of the 
insurer, which services are normally performed by the insurer, and which do 
not represent merely the shifting of functions relating to the administration of 
the group insurance from the policyholder to the insurer. 

Now, Mr. Simons said after he received this letter 

Mr. Corrrr. So they were stealing premiums and paying them out 
to unlicensed people and claiming this 

Mr. Suss. Mr. Simons contends that he had no knowledge about 
this withholding of premiums. I am merely talking now about the 
payments of administration fees to individuals in order to retain 
the business. 

Mr. Correr. But actually the money was coming from stolen 
premiums ? 

Mr. Suss. Yes, in the latter part of the pattern. 
62033—56—pt. 331 
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Mr. Correr. All right. 

Senator Ives. Do you understand that to be a direct violation of 
New York State law? 

Mr. Suss. Yes, sir; I do. 

Sentaor Ives. Thank you. 

Mr. Suss. Mr. Simons said that after receiving this bulletin he no 
longer inquired into the practice of paying administration fees to 
various individuals, regardless of their licensing. 

We also talked with Mr. Croland, who said that he wanted to be 
cooperative and dispose of the matter and would talk to us anywhere, 
in Newark or in Washington. He admitted to having withheld 
$164,000 in premium, but he said that the reason was to pay these so- 
called administration fees, to whomever necessary, in order to hold 
the business. 

Mr. Correr. Did Croland make the judgment on that? 

Mr. Suss. Did he make the judgment? 

Mr. Correr. Yes. 

Mr. Suss. I don’t know what you mean. 

Mr. Correr. Did he decide whom to pay? Was he the controlling 
factor or was he instructed ? 

Mr. Suss. He was instructed in the Teamsters cases. 

Mr. Correr. According to his account of it, he was instructed ? 

Mr: Suss. According to his account, yes. 

Senator Doveias. Who instructed him ? 

Mr. Suss. There were about 5 or 6 Teamsters cases which were 
rather large that he wrote with Continental Assurance, and those 
cases, according to him, were controlled by an attorney in Jersey 
City, who was an attorney for the employers on these various funds, 
and his name was Jacob J. Levey. 

Mr. Correr. And Mr. Levey is dead? 

Mr. Suss. Mr. Levey is dead. He died last August. Mr. Croland 
said that every quarter he would be summoned to Mr. Levey’s office 
to figure what amount was due to them in administraton fees and 
commissions. 

Mr. Correr. Can you rationalize how Mr. Levey would be master- 
minding this? 

Mr. Suss. No, sir, I cannot, because none of these payments went 
to Mr. Levey as far as we could determine, and since he represented 
the employers, it was a little difficult to reconcile the fact that much 
of this money went to persons on the union side. 

Mr. Correr. Union officials or individuals ? 

Mr. Suss. In some cases union officials, in some cases persons we 
found had no relation whatever to the case. 

Mr. Correr. Go ahead, sir. 

Mr. Suss. In those cases where Mr. Croland found it necessary to 
pay these fees, he said it was his practice to pay between 5 and 7 
percent of the premium, and to remit to the company the balance. 

Senator Dovenas. Justa minute. Mr. Levey did not get the money 
himself? 

Mr. Suss. Not as far as we could determine. 

Senator Doveras. He would tell Mr. Croland to whom the money 
should be paid and the amounts to be paid ? 

Mr. Suss. Yes, sir. 
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Senator Dovucias. And then Mr. Croland would pay these people 
himself ? 

Mr. Suss. Mr. Croland would pay these people, yes, sir, out of the 
funds of C. J. Simons Corp., with a check of the corporation, charging 
it to administration, or commissions. 

Senator Dove.as. I suppose you are going to develop who these 
people were? 

Mr. Suss. Yes, sir. 

Senator Dove.as. All right. 

Mr. Suss. Mr. Croland was not able to furnish us with a complete 
list of these people but he said he would do his best to give us as 
complete a list as possible ; that this was because some of the records 
of C. J. Simons Corp. had been accidentally destroyed, and others 
were in custody of the New York’insurance department, and he had 
no access to them. 

Of the names he did furnish to the subcommitte, we interviewed 
several. One of them was Roy E. Graver. He was listed by Mr. 
Levey, allegedly, as one of the three brokers in most of these Team- 
sters cases. I interviewed Mr. Graver and he turned out to be a 
plumber in Jersey City. I interviewed him on the job where he 
was installing a sink, and he said that from December 1951 to May 
1953 he received a total of $30,800 from the Teamsters cases in 
administration fees. He got his information from his savings account 
bank book. 

Senator Ives. What labor organization did he belong to? 

Mr. Suss. None, as far as I know. He was a contractor in the 
plumbing business. 

Senator Atuorr. He was a plumbing contractor ? 

Mr. Suss. He was a plumber and had a little shop in Jersey City 
from which he sells plumbing supplies. He had no records, no in- 
surance records whatever. He didn’t even know the name of the fund 
for which he was paid. He admitted readily that he never did any 
administration of any nature. He did say that he furnished the lead 
to C. J. Simons, that this local was in the market for insurance, and 
C. J. Simons went there and sold the policy, and the next thing he 
received these checks, commissions. 

Mr. Correr. How would he be in a position to have such valuable 
information ? 

Mr. Suss. I tried to elicit that from him, but all he said was he heard 
about it and he went over to the local and told them that he would like 
to sell the case. 

Senator Dovetas. You mean he got this information by listening at 
the pipes? 

Mr. Suss. He did claim to have a broker’s license, however. 

Mr. Correr. Pardon ? 

Mr. Suss. He did claim to have an insurance broker’s license, which 
he said he had for 12 or 15 years. 

Senator Ives. Broker’s license from what State? 

Mr. Suss. New Jersey. 

Mr. Correr. You didn’t verify that? 

Mr. Suss. No, sir. I did not. Now, Mr. Graver’s vouchers which 
he received from Mr. Croland were marked “administration fees,” 
and they were charged to the Trucking Employees of North Jersey 
Welfare Fund. Mr. Graver understood that these were purely com- 
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missions, but they were far out of line with regular broker’s com- 
missions. 

Mr. Correr. How much did you say he received ? 

Mr. Suss. $30,800. 

Senator Autxorr. $30,800. 

Mr. Correr. This was just on one case or a number of cases? 

Mr. Suss. Well, we have no way of knowing, although the vouchers 
which went along with the checks from C. J. Simons listed one case, 
the Trucking Employees of North Jersey. Mr. Graver was under the 
impression that it was for all truckers cases out of that local. 

Mr. Correr. This money was paid in by employers, or was it con- 
tributory ? 

Mr. Suss. This was not contributory. It was all paid by the em- 
ployers’ contributions. 

Mr. Correr. And you didn’t trace it back except that it related to 
this North Jersey Truckers fund. How did you find that informa- 
tion? Was that on the check, or on the account book ? 

Mr. Suss. No. Mr. Croland furnished to us some of the vouchers 
which he was able to locate in his files, and most of them were on 
Graver and one other broker. 

Mr. Correr. Of the $164,000, how many did he furnish you? 

Mr. Suss. Of the what? 

Mr. Correr. The $164,000 that was embezzled, how many did he 
furnish you? 

Mr. Suss. If you want to look at it that way, he accounted for more 
than $160,000, but more than that was paid because he was paying 
these sums out of his regular commissions, administration fees, an 
bonus, until it became necessary for him to withhold premiums in 
order to make these payments, so he paid out more than $164,000 in 
this manner. 

Mr. Correr. In other words, he mixed in legitimate administrative 
fee money, and perhaps some of his commission money, with the money 
that was embezzled from the premiums, and it all flowed out the same 
way ? 

Mr. Suss. That is the way he described it, and that seems to fit with 
the other information we have. 

Senator Ives. Did he have any knowledge of these people to whom 
he was paying this money, such as Mr. Graver, who had no legal 
right to accept it? 

Mr. Suss. Did Mr. Croland have this knowledge? Yes, he did. 

Senator Ives. He said he knew he was violating the law? 

Mr. Suss. He said he never inquired whether these people had a 
license or were entitled to it. He merely followed the instructions 
given to him by Mr. Jacob Levey. 

Mr. Correr. Will you proceed? Have you covered that subject? 

Mr. Suss. No; I have not. 

Another name on the list which he furnished to us was that of 
Marvin Zalk, who is an administrator of several of the truckers wel- 
fare funds, and for this service he is paid a salary of about $10,000 
by the various funds. 

We talked with Mr. Zalk and he denied having received $11,600 
from C. J. Simons Corp., until we confronted him with photostats of 
the checks. Then he admitted having received and ae the 
money in his savings account. However, he could not tell us for what 
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reason he was paid, or what disposition he made of the funds until 
he could check his records. 

Two days later he was able to tell us that he received this money 
as a broker, although he was not licensed. He said that one day he 
advised Mr. Jacob Levey that the truckers of Passaic and Bergen 
Counties were about to buy insurance, and Mr. Levey said, “How would 
you like to be the broker on this case?” Mr. Zalk said he could not 
understand this since he was not a licensed broker. Nevertheless, he 
said that in a few days he received a telephone call from Mr. Croland 
who advised him that all canemenaatene tad been made to effect him 
as broker on the case, and to pay him certain fees. Subsequently he 
received two checks, totaling about $11,600. He said that he used 
these checks personally, that he did not pass any part of them on to 
other individuals. 

Another name on the list was Jacob—— 

Mr. Correr. Just to recap that: Do you know how long Mr. Zalk 
had been employed as administrator of these funds? 

Mr. Suss. No, sir, I don’t; but he will testify to that. 

Mr. Correr. How many funds were there ? 

Mr. Suss. There were Be truckers funds that he administered. 

Mr. Corrrer. Do you know what locals or what funds they were? 

Mr. Suss. Yes; I do. They were the salesmen’s and mechanics wel- 
fare fund, Local 560 of the Teamsters Union, the trucking employees 
of North Jersey welfare fund, the trucking employees of Passaic and 
Bergen Counties welfare fund, and the affiliated truckers welfare fund. 
I have the information on the numbers of the locals if you want that, 
but I will have to look for it. 

Mr. Correr. We can develop that later, if you don’t have it readily 
available. You said when you first approached Mr. Zalk he denied 
receiving this money ¢ 

Mr. Suss. Yes, sir. 

Mr. Correr. It was only after you told him you had photostats of 
the checks that he 

Mr. Suss. Yes. I asked him if he received any kind of payments 
from C. J. Simons Corp. First, I asked him if it was for administra- 
tion, and then I asked him whether there were payments of any nature 
made to him by C. J. Simons Corp., and he denied it about 5 or 6 
times. 

Mr. Correr. He was a full-time employee and administrator of these 
funds ? 

Mr. Suss. Yes,sir. He still is. 

Mr. Correr. Would you know what his salary is? 

Mr. Suss. He gets Sout $10,000 now. He started at about $8,000. 

Mr. Correr. Where did you get the check that you showed him? 

Mr. Suss. I got the check from the New York Insurance Depart- 
ment. I also was permitted to look at some of C. J. Simons’ records 
which are held by the New York Insurance Department, and we 
looked at check stubs for 1953 and part of 1954, from which we took 
any of the names which we recognized or amounts which looked 
suspicious. 

Mr. Correr. You just studied those briefly ? 

Mr. Suss. Yes; just briefly. ; 

On Mr. Levey’s list, according to Mr. Croland, was Jacob Fried- 
land, attorney for several teamsters locals, and counsel to 2 of the 
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welfare funds, from one of which he receives $5,000 a year retainer, 
and from another $2,500 a year retainer. 

We were not able to find Mr. Friedland in his office on our several 
visits, and we could not reach him by telephone. We did not inter- 
view him, but we got information from the records of C. J. Simons 
Corp. in the New York department that he was paid at least $11,500 
in 1953 alone, and these payments were regular, every quarter. 

Mr. Correr. Who is this again ? 

Mr. Suss. This is Jacob Friedland. 

Mr. Correr. Who is he? 

Mr. Suss. An attorney of 591 Summit Avenue, Jersey City, N. J., 
and he is an attorney for several teamsters locals. He is counsel to 
two of the welfare funds which are administered by Mr. Zalk. 

Mr. Correr. Did the checks that were ped to him indicate from 
what fund or from what source they came? 

Mr. Suss. In some cases the stubs were marked administration and 
in some cases they were marked commission. There was no doubt that 
it came from C. J. Simons Corp. 

Mr. Correr. I don’t mean that. I mean out of which fund. Was it 
indicated ? 

Mr. Suss. No, sir. 

Mr. Corrrer. Was there any bookkeeping attempt by C. J. Simons 
Ce this money to the various policies from which it was 
taken ¢ 

Mr. Suss. None that they could produce for us, except the few 
vouchers that Mr. Croland turned up and they only concerned two 
brokers. Roy Graver and Sidney Gruber. That was the only ac- 
counting information we had on the charging of these funds, aside 
from the check stubs, which sometimes showed “charged to adminis- 
tration” or “commission,” and sometimes named the particular fund, 
but very seldom. 

Mr. Gurten. Go ahead. 

Mr. Suss. Another name on this list of Levey’s, according to Mr. 
Croland, was Samuel Chaiet, a broker of Jersey City. I talked with 
Mr. Chaiet and he said he had nothing whatever to do with Se 
the policy. His payments were charged to the affiliated truckers wel- 
fare fund. He can never heard of it, except that it was on one of 
his vouchers. 

Mr. Correr. Did he admit getting the money? 

Mr. Suss. Yes, sir. He readily admitted receiving $10,477 in com- 
missions, and he said that he considered this as a gift from his long- 
time friend, Mr. Jacob Levey. Mr. Levey met him in the street one 
day and asked him how things were going, and asked him to drop by 
the office. He dropped by the office, and Mr. Levey introduced him to 
Mr. Croland ard said that he had a little insurance business that they 
would like him to take care of. 

Mr. Chaiet expressed the opinion that he could handle it, whatever 
it was, but they never told him what it was. They asked him if he 
was licensed and he said “Yes,” and that was the end of the conver- 
sation. And then he accepted these checks totaling $10,477, and 
when he no longer received any checks he didn’t inquire about it, and 
he didn’t consider it unusual. 

He never did any administration whatever or any other service of 
any nature on this case. 
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Senator Dovauas. Mr. Suss, has it ever occurred to you that we 
might not be getting the correct explanations on these ¢ 

Mr. Suss. Yes, it has, several times. 

I talked with Milton Rosenblum, an attorney in Jersey City. He 
said he was a judge in the municipal court of Bergen County. Mr. 
Rosenblum told me that he reecived about $8,500 from C. J. Simons, 
some of which was charged by C. J. Simons to administration of the 
sheet metal workers fund in New York, and against the inland ter- 
minal workers welfare fund. 

Mr. Rosenblum said this was incorrect, that it should never have 
been charged to administration because he never did any administra- 
tion. He is primarily a lawyer and he has nothing whatever to do 
with insurance. He said that Mr. Croland of C. J. Simons approached 
him back in 1950 and said that he would like to retain Mr. Rosenblum 
for his public relations services, and they agreed to pay him $3,000 a 
year for this public-relations service. 

I asked Mr. Rosenblum to what I could ascribe this payment of 
$8,500, and he said to legal services. I asked him what particular legal 
services he performed and he said, “Well, you might say that they 
bought my goodwill, because of my connections in the labor field.” 
And he said, “Admittedly, I didn’t produce any business for them, 
but I arranged 2 or 3 interviews with various funds, but nothing came 
of it.” 

Now, Mr. Rosenblum said that he considered that there was nothing 
wrong with his being retained by Simons for goodwill and public 
relations. 

Senator Dovue.as. If I don’t offend the lawyers in the audience, I 
may say that retainers and fees paid to lawyers sometimes cover a 
multitude of sins. 

Mr. Suss. Yes, and Mr. Rosenblum made a similar comment. He 
said if it were otherwise, there would be no lawyers left in Washing- 
ton. 

We also studied another fund in Jersey City, out of the Teamsters 
Local Union 867, Warehousemen and Helpers Union. There we 
talked to Mr. Edward Dougherty, a union official. He has a policy 
with the Continental Assurance through C. J. Simons on which he 
receives 6 percent of the premium for administration. The checks are 
made out personally to him. We asked him if he received any such 
administration fees. Mr. Dougherty denied it vigorously and he said 
that there would be no reason to pay him these fees, because he has a 
girl in the office who does all of the administration work for which she 
is paid $75 a week by the fund. 

Newertialeas. we got information from the New York department 
that Mr. Dougherty received regular payments every quarter from C. J. 
Simons Corp., and in most cases they were marked “for administra- 
tion.” The total that I was able to locate, which was only for 1 year, 
was about $6,000. The annual premium in that case ranged from 
$75,000 to about $111,000. 

Mr. Dougherty was very difficult to see. Each time we called there, 
we were referred to his lawyer. We called his lawyer, Mr. Charles 
Liflin, of Jersey City, and he wanted to see us, but he was too busy, 
and so we never had an interview with Mr. Liflin. However, one day 
I walked into Mr. Dougherty’s office and found him there and he 
denied that he received these administration fees, 


a a eC lCU 











wa se _———_— = oF 


Pe ee ee 





1314 WELFARE AND PENSION PLANS INVESTIGATION 





Mr. Correr. Although you have proof that he did? 

Mr. Suss. Yes, sir. I invited Mr. Dougherty to be here at these 
hearings, although we did not subpena him, because I said his name 
would be mentioned. Incidentally, I told that to everyone interviewed 
who received these fees. 

Senator Doveias. I want to congratulate you on that. In other 
words, you told everyone who might be reflected upon adversely 
what the testimony would probably be and invited him to be present 
so that if he wished, he could offer rebuttal ? 

Mr. Suss. That is correct. 

Senator Dovexas. I want to congratulate you on that. I think 
that is excellent. I ask if any of these gentlemen whose names have 
been called are present ? 

Mr. ZauK. Mr. Zalk is here, sir. 

Senator Dove.as. I believe he has been subpenaed. 

Mr. Zax. Yes, sir. 

Senator Dovetas. But none of those who were just informally 
notified are present. 

Mr. Svuss. Another name which appeared on Mr. Levey’s list, accord- 
ing to Mr. Croland, was Sidney Gruber. Mr. Gruber is an officer of 
the Operating Engineers Union Local 68 in Newark, N. J. He re- 
ceived administration fees and commissions on the truckers cases; 
which cases were not specified. The total amount he received was 
$40,000. I tried to see Mr. Gruber, but was not successful. He hasn’t 
been in his office ; I left word to have him call the subcommittee but he 
has never called. Mr. Gruber, according to statements made by Mr. 
Croland, is a licensed broker. 

There were several other persons named on the list furnished by 
Croland who received administration fees, but we were not able 
to interview them. 

Senator Dovetas. Would you repeat the name of this man to whom 
you refer ? 

Mr. Suss. Sidney Gruber. 

Senator Doveras. And what is his address? 

Mr. Suss. He is an officer of the Operating Engineers Local 68 in 
Newark, N. J. He lives at 917 85th Street, North Bergen, N. J., a 
suburb of Newark. 

We did have names furnished to us by Croland of several other 
persons who received administration fees, and this will be brought 
out in other testimony, but we were not able to interview these people. 

That is all I have, unless you have some questions. 

Mr. Correr. My attention was elsewhere. Did you cover your 
interview with Gruber? 

Mr. Suss. I didn’t have an interview with Gruber. I wasn’t able to 
contact him. All I said was that he got $40,000. 

Senator Attorr. May I sum up in a sentence or two? As TI under- 
stand it, you have here a pattern of where one man, Croland of Simons 
Corp., partially through the use of legal fees and partly through the 
use of what amounted to embezzlement of premiums, paid certain sums 
to the intermediate attorney of the companies, the employers, to 
various people, part of whom were connected with these funds and 
part of whom have no apparent connection with the funds. 
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Mr. Suss, in your opinion, does that not set up at least an incipient 
prospect or possibility for payment of sums for labor peace or lack of 
labor troubles? 

Mr. Suss. I don’t think I can draw that conclusion, Senator. 

Senator ALLotr. What conclusion do you draw from it? Do you 
draw any conclusion beyond the fact that here were people getting 
their fingers into the pie? 

Mr. Suss. Yes. I can see graft here and an opportunity to make a 
quick dollar, but I don’t connect it with labor peace. 

Senator Auvorr. I will ask you this question. In your investiga- 
tion, did anything develop which would indicate why this money was 
paid to these people. ton don’t just pay money to people for 
nothing. 

Mr. Suss. Yes, that is true. I can’t say that I found any logical 
reason. 

Senator ALxorr. Was it to control the business, the insurance busi- 
ness ¢ 

Mr. Suss. The payments were made to these individuals in order 
to keep the business, yes. 

Senator Attorr. And some of these people, however, have no appar- 
ent connection with the control and the keeping of the business? 

Mr. Suss. That is true. 

Senator At.orr. For example, this municipal judge—Rosenblum— 
has such a remote connection that it doesn’t seem probable, does it? 

Senator Doucras. Or the plumber. 

Senator Atxorr. Or the plumber, which is the first one you men- 
tioned. 

Mr. Suss. That is true, except the plumber claimed that he was a 
producer of business and, therefore, was entitled to commissions. 

Senator Attorr. Nor does the man who received the gift. Appar- 
ently that was Chaiet. 

Mr. Suss. Yes, sir. 

Senator Atiorr. $10,477 was received by him. There is no appar- 
ent reason which would indicate why he controlled that business. 

Mr. Suss. No, sir. The man who dictated that he should be paid 
is the one who logically would control the business. 

Senator Atiorr. Jacob Levey ? 

Mr. Suss. Jacob Levey. 

Senator At.orr. There is nothing to indicate either why Sidney 
Gruber would be able to control this business? 

Mr. Suss. Nothing at all, except that he was-also named by Mr. 
Levey who did control the business. 

Senator Atiorr. I understand that. He got the $40,000 but you 
have to admit that there is, I think, from a cause and effect angle, a 
large hiatus in here about which you can only presume, and each man 
will presume according to his own thinking. 

Mr. Suss. True. 

Now, I want to clear up an impression that might have been made by 
your question. This practice was not limited to cases controlled by 
Mr. Levey. Mr. Croland indulged in this withholding of premiums 
in other cases totally unrelated to teamsters or Mr. Levey. 

Senator Doue.as. Did you find any evidence—and I want to stress 
the word “evidence”—to indicate that these payments may in many 
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instances have been made merely to fronts or intermediaries who 
passed the money on to other sources ? 


Mr. Suss. That was my suspicion, but I found no evidence to back 
it up. 

Mr. Correr. You mentioned, I think twice, Mr. Suss, that Mr. 
Levey controlled business. How would he control business? 

Mr. Suss. Well, I don’t know that he did control it, but I think 


he was in a position to control it because he was counsel for the funds 
in each case. 


Mr. Correr. Mr. Levey was? 

Mr. Suss. Mr. Levey was counsel for the funds and primarily 
counsel for the employer trustees. 

Senator AutLorr. Do I understand that as far as your investigation 
shows Mr. Levey did not get any of this, himself, personally ‘ 

Mr. Suss. As far as I can determine, that is so. 

Mr. Correr. And did you get any confirmation from anyone else 
besides Mr. Croland that Mr. Levey had anything to do with this? 

Mr. Suss. Mr. Zalk’s statement was that Mr. Levey arranged for 
him to receive this money and Mr. Chaiet’s statement was that Mr. 
Levey again arranged for him to receive the money. 

Mr. Correr. Is there any close relationship between Mr. Zalk and 
this other gentleman, Mr. Croland ? 

Mr. Suss. I would think so, because Mr. Zalk is the administrator 
of these several funds, which represent over $1 million in annual 
premium and Mr. Croland is the agent. 

Mr. Correr. Mr. Zalk only told you that after he first denied that 
he received the money ? 

Mr. Suss. Yes, sir. 

Mr. Correr. And had a couple of days in which to think it over? 

Mr. Suss. A couple of days in which to consult his records. We 


asked him if he had talked with Jacob Friedland, an attorney, during 
that time and he said he had. 

Mr. Correr. Who is Jacob Friedland? 

Mr. Suss. Jacob Friedland is also counsel to most of these funds 
and represents the union in many cases, and he received these kick- 
backs in the form of administration fees and commissions. 

Mr. Correr. I have no more questions. 

Senator Dovetas. I have no more questions. 


Y 
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Senator AtLorr. No questions. 


Senator Doveias. Thank you, Mr. Suss. I want to congratulate 
you on your work. You are very clear. I want to thank you for 
protecting the rights of people who might be and were affected by 
your testimony. You have shown an admirable combination of zeal 
in detecting wrongdoing and at the same time scrupulous protection 
of the rights of individuals. The committee wants to congratulate 
you for what you have done. 

Mr. Correr. I would like to point out that that was the consistent 
practice of all investigators, Mr. Chairman. 

Mr. Suss. Thank you, Mr. Chairman. 

Senator Dove.as. I will ask Mr. Rinker and Mr. Inskeep to take the 
stand, if you will, please. Will you gentlemen sit down and make 
yourselves comfortable ? 


Will you, respectively, give your names to the stenographer and your 
addresses and business positions ? 
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Mr. Rinxer. I am Paul H. Rinker, vice president, Continental As- 
surance Co. 

Mr. Inskeep. I am Russell Inskeep, manager of the group statis- 
tical division of Continental Assurance Co. 

Senator Doue.as. Gentlemen, it is our practice to swear all wit- 
nesses. Will you raise your right hands? 

Do you solemnly swear, or aflirm, that the testimony you are about 
to give is the truth, the whole truth, and nothing but the truth, so 
help you God ¢ 

Mr. Rinker. I do. 

Mr. Inskeep. I do. 


TESTIMONY OF PAUL H. RINKER, VICE PRESIDENT, AND RUSSELL 
P. INSKEEP, MANAGER, GROUP STATISTICAL DIVISION, CONTI- 
NENTAL ASSURANCE CO., CHICAGO, ILL. 


Mr. Correr. Mr. Rinker, I think you were here and heard all the 
testimony this morning. Perhaps you would like to comment on some 
phases of it, and, if you do, take it chronologically, the way it was 
presented, as near as you can. 

Mr. Rinxer. Yes. I welcome the chance, as a matter of fact. 

I think those of your staff who have been in our office realize that we 
are in a common effort here. We realize and appreciate that this is a 
common effort. It is our desire, it is our aim, and hope, incidentally, 
that through these investigations and our full-hearted cooperation 
with your committee, we will be able to determine from what these 
hearings divulge certain kinds of practices, shall I say, that will help 
us, too, in the guidance of this very difficult ty pe of business to ¢ aaneuk 

There were certain subjects which raised questions in my mind. 
Frankly, some of the testimony given by your able staff has enlight- 
ened me in some respects, as to things of which I knew nothing, even 
at this point. 

Mr. Correr. As to your own company practices, Mr. Rinker? 

Mr. Rinxer. No. I was speaking more of the things that have been 
revealed and, shall we say, the methods of procuring business. 

I will say t’:is, and perhaps in other questions you have this would 
come out, but I will volunteer this thought: that when we made this 
arrangement with Mr. Simons, he came to me with the idea that he 

wanted to develop a real group department. In the development of 
that, necessarily he had to add to his staff claimsmen, salesmen, an 
office administration force, and, in other words, the kind of a staff 
that could justify the volume of group business that he hoped to 
produce. 

Naturally, being an aggressive, forward-thinking company, we are 
interested in business, too, and we felt that at that time, with the 
precedent established in other lines, that a contingent bonus or some 
sort of incentive for the production of business which would also have 
some bearing on the kind or the type of business that he would select 
would be beneficial from an underwriting standpoint. He would take 
some care in selecting the kind of business, in other words, that would 
bring us good loss ratios. 

Mr. Correr. Are you ne the practice, then ? 

Mr. Rinxer. Well, sir, I am explaining why at the time the idea 
of this bonus, if we may vall it that, this incentive seemed to us to be 
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fair and sound thinking. Other than that, as you gentlemen proceed 
with the inquiry, I think I will just follow along with whatever you 
have to ask of me. 

Mr. Correr. Well, as you will recall, some members of my staff and 
T had a discussion with you in early October in your office, at which 
time the general counsel of your company was present. One of the 
matters that we were discussing was this contingent commission or 
bonus arrangement, and he was at that time very frank in characteriz- 
ing it, and I am wondering if you have any different thoughts than he 
does on it. 

Mr. Rinker. You mean by that that he thinks perhaps it is not 
proper and that I do? 

Mr. Correr. Correct me if I am wrong. No; but I think he said 
that it was a reprehensible practice. 

Mr. Rinker. Well, I think that, in retrospective thinking, it prob- 
ably is something that I would not like to enter into again. As a 
matter of fact, it is the only case where we do have such an arrange- 
ment. 

I think in some respects perhaps—I am not trying to defend it, only 
perhaps in some substance to justify it—for instance, the claim loss 
ratio on this business so administered, which of course could affect 
this contingent bonus, was somewhat less than our national average 
as a company. Naturally, that would bring to mind, and did to us, 
this thought : by somehow holding down claim payments, could C. J. 
Simons Corp. benefit? That is the natural reaction of anyone intel- 
ligent in that field. 

However, I may say this, that we have had our claims department 
in almost every year of this operation go to Simons’ office, where 
Simons, incidentally, has paid all claims—contrary to one statement 
made by one of your staff, he has paid all claims—and our claim de- 
partment has studied, not every one, but literally hundreds of claims, 
and has failed to find any discrepancy or anything disorderly in the 
manner in which those claims were paid: As a matter of fact, he has 
even made the statement to me that, if anything, the claims handling 
is more meticulous than it would be in the normal case. I say that 
just for the record. 

Senator Doverias. Mr. Rinker, we have had a lot of figures, and it 
is sometimes difficult for us to keep them in mind. Is my memory cor- 
rect that the total amount of contingent bonus for the period of some 
4 years paid to Simons Corp. was $208,000 ? 

Mr. Rinxer. I believe that is correct. I would like to defer to 
Mr. Inskeep on that point. I think the staff determined that sum. 
Mr. Inskeep. What period of time is it you are concerned with ¢ 

Senator Dovetas. I was speaking of the period of time covered by 
Mr. Zisman which, as I understand it, was from some time in 1951 to 
some time in 1955, a period of approximately 4 years, plus or minus a 
few months. 

Mr. Inskeep. The figure I have is one hundred ninety-seven thou- 
sand and some-odd dollars, for the period from July 1, 1951 to July 
1, 1955. 

Senator Douetas. I think the figures produced by the members of 
our staff ran to October and, therefore, covered another quarter. 

Mr. Rinxer. It could be. 
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Senator Dovetas. I am informed that is correct, so that those figures 
roughly harmonize. 

Mr. Rinker. Yes, sir: I think they do. 

Senator Dovenas. This is in addition to, and distinct from 
$164,000 in premiums withheld ? 

Mr. Rinker. Yes. There is no connection between those two, 
Senator. 

Senator Dove.as. I wanted to get the dimensions. 

Mr. Correr. We were discussing the fact that you had checked the 
Simons’ records and found them rather meticulous. Do you feel that 
the amount of auditing you did of Simons’ records would have even- 
tually caught this embezzlement of premiums if Mr. Croland hadn't 
come in and made a confession about them ¢ 

Mr. Rinxer. Quite honestly, I think it would have been very dif- 
ficult. 

Mr. Correr. It was a practice that went on over a period of a number 
of years. 

Mr. Rinxer. That is true. 

Mr. Correr. And you had no inkling of it at the time you came in? 

Mr. Rinker. No, sir. We had had none. We had had at various 
occasions men who went in and made audits, but were unable to find 
any of this. 

Mr. Correr. Is that a good practice of permitting your agent or 
broker to collect these huge premiums on group insurance and then 
transmit, or make an accounting, and take out his commissions and 
administrative fees, and pass the net on to you? 

Mr. Rinxer. I think as a standard practice it isnot. My company, 
incidentally, has very few of those situations. 

Mr. Correr. About how many ? 

Mr. Rinker. I would—it is largely a guess. I am speaking now of 
ordinary business, as well as our group business. 

Senator Doveias. We are talking about group business. 

Mr. Correr. We would like to confine it to that, but if you have 
ordinary agents who write group business you will have to include 
them. 

Mr. Rinker. Yes; and in the great bulk of them, Mr. Cotter, we get 
preraene gross and we credit commissions to ledger account and reim- 

yurse the agent at the end of each month. I would like just to verify 
that for the sake of the record with Mr. Inskeep. Is that correct? 

Mr. Inskeep. Yes, that is correct. 

Mr. Rinker. I will say this, and would like to add that in the great 
majority of cases, even prior to the time that this disclosure came to 
us in January of 1954, a great bulk of the business and premiums that 
Mr. Simons reported came to us by check, payable to Continental As- 
surance Co., and in gross, in other words, and the commissions were 
credited and paid to Mr. Simons’ corporation. 

Mr. Correr. Have you reevaluated your position with respect to 
agents who collect this group business and send their checks to you 
since this has occurred ? 

Mr. Rinker. We don’t like the practice and, as I say, I don’t think 
there are but maybe 3 or 4, if any, who are so doing now. 

Senator Doveias. I would suggest that you examine those cases 
very closely. 
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Mr. Rinxer. Well, sir, we are in the process of doing that. Very 
frankly, we realize, as I said earlier, that this is a field in which we 
like your hearing, we like your guidance. We hope something will 
come to help us. We have made some mistakes—there is no question 
about it_—which we are as eager as any to correct, for the sake of our 
stockholders, our own people, and our own pride in our business. 

Mr. Correr. When Mr. Croland came in, Mr. Rinker, and made his 
first confession of the $32,000, why do you think he didn’t make a full 
confession at that time? And what do you think prompted him to 
come in ? 

Mr. Rinxer. Well, I think there were perhaps two things that 
eee him. I think, one, that perhaps his conscience guided him. 

fore importantly, I think he felt that, as someone said earlier, it was 
a Frankenstein, that he just couldn’t stand to look at in his clothes 
closet every couple of weeks. I know that is the way I would feel. 

Mr. Correr. Let’s look at that a little more closely. He only re- 
ported $32,000 of what eventually turned out to be $164,000. You 
mean he wanted just an hour’s sleep at night ? 

Mr. Rinker. Very well put, Mr. Cotter. I haven’t answered your 
question fully. I realize it was put in two parts. To answer the second 
part, I only have Mr. Croland’s word on that, when that first revelation 
came to us, we were so angry about it, so terribly upset, shocked, sur- 
prised, angered, that I think he was just frightened to tell us about 
the other 12 cases that subsequently were revealed. 

Mr. Correr. Did you report this to any law-enforcement agency 
at the time he reported it to you? 

Mr. Rrnxrr. Not to my knowledge. 

Mr. Correr. Did you report it to any insurance department at that 
time? 

Mr. Rrnxer. No; I don’t believe we did. 

Mr. Correr. This was in January of 1954? 

Mr. Rinxer. That is correct. 

Mr. Correr. When did he come in again ? 

. Rinker. Well, it was in midsummer of 1954; I would say about 
uly. 

Mr. Correr. Did you report it at that time? 

Mr. Rinxer. To any law-enforcement body ? 

Mr. Correr. Yes. 

Mr. Rinxe_er. I don’t believe we did. 

Mr. Correr. Or to any State insurance department or other agency ? 

Mr. Rinker. To the best of my memory we did not. I really don’t 
recall, Mr. Cotter. I don’t think so, is the honest answer. 

Mr. Correr. Do you recall when you first did report it, or did it 
come to somebody else’s attention before you did report it? Did it 
come to somebody's attention, some official body’s attention, and they 
came to you about it ? F 

Mr. Rinker. I can’t be sure. I just can’t answer that with cer- 
tainty. I think that is what you want. Do you have an answer to 
that, Mr. Inskeep? 

Mr. Inskerp. No;I am not sure. 

Mr. Rinxer. We have our assistant general attorney here from the 
company. It might be that, in the interest of arriving at the answer 
to that particular question, you might wish to seek some answer from 
him. Is that possible? 
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Mr. Correr. If you can get it from him we would be very happy. 

Senator Doveras. Would you step forward, please ¢ 

Mr. Rinker. This is Mr. Townsend. 

Senator Dove.as. Are you appearing as a witness, Mr. Townsend ¢ 

Mr. Townsenp. I came here just as an interested spectator and if 
you need me in any further respect I will be happy. 
* Senator Dovetas. We are not calling you as a witness, but if you 
wish to testify as a witness, you will have to be sworn. If you are 
here as a spectator you do not have to be sworn. 

Mr. Townsenp. I don’t know how valuable my testimony would be. 
I will be very willing to be a witness, however. 

Senator Doveias. Will you give your name and address for the 
record, please ? 

Mr. Townsenp. Oliver M. Townsend, 310 South Michigan Avenue, 
Chicago. 

Senator Dove.as. You are the assistant general attorney for Con- 
tinental Assurance? 

Mr. TownseEnp. Iam, sir. 

Senator Doveras. Will you raise your right hand, Mr. Townsend ? 

Do you solemnly swear that the testimony you are about to give is 
the truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Townsenp. I do. 


TESTIMONY OF OLIVER M. TOWNSEND, ASSISTANT GENERAL 
ATTORNEY, CONTINENTAL ASSURANCE CO., CHICAGO, ILL. 


Senator Doveias. Do you want to make a statement at this point? 

Mr. Townsenp. On that point I do not know of my own knowledge 
as to whether we went to any department first, but my recollection 1s 
that the New York department found out about it in their own way, 
through their own hearings, and came to us asking for further in- 
formation. 

Mr. Correr. Back to you, Mr. Rinker. Why didn’t you report it? 

Mr. Rinxer. I don’t know. 

Mr. Correr. You say you were very shocked and very angry, as 
you probably had a very good right to be. 

Mr. Rinxer. Yes, that is true. Mr. Cotter, there are some events, 
however, which occurred in between times that might have modified 
our feelings. After the first revelation of this $32,000 difference in 
January 1954, we took it upon ourselves to send out what might 
be called an audit letter. It was the kind of a letter that said to 
each one of these clients, “Our records indicate that for the months 
of,” let’s say, 1953 or 1952—I have forgotten the year we used as a 
measure—“Continental Assurance received X dollars in premium for 
each month. Please verify this.” 

On all but these 13 or 14 cases, following up into maybe April or 
May of that same 1954 year, we got responses which agreed with our 
records of premium received in our office from the C. J. Simons 
Corp. 

a Cotter. You sent it out to all of them? 

Mr. Rinker. Yes. 

Mr. Correr. All of C. J. Simons’ commitments ? 

Mr. Rinxer. Al] of C. J. Simons’ business; yes. Then, as I said, 
there were 12 or 13 on which we didn’t get answers. When we received 
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from the C. J. Simons Corp. through Mr. Croland in July these fur- 
ther indications of differences, we then revised our figures, charged 
those premiums to C. J. Simons Corp., and reported by a new audit 
letter to these 13 or 14 groups that our records now indicated that X 
dollars had been received in these periods. 

In other words, we corrected the audit letter. We then got re- 
sponses from them saying they were correct. 

Senator At.iorr. May I interrupt there? Did you report to the 
employers who were paying the premiums or did you report to the 
groups who were the beneficiaries of this insurance ¢ 

Mr. Rinker. We reported to the trustees of the funds. 

Senator AuLorr. To the trustees of the funds? 

Mr. Rrivxer. Yes. 

Senator Autvorr. Mr. Zalk was one of these people? 

Mr. Rinker. I don’t know whether Mr. Zalk is a trustee of one 
of the funds or not. If he is a trustee, I don’t know. 

We addressed these audit letters to each policyholder, which in 
some cases might be the trustees, in other cases might be, and many 
of them are, employer-employee cases. 

Senator Auxorr. Did you in effect then report the amount you 
received, or did you report that there were discrepancies ? 

Mr. Rinxer. We reported, if I am correct, the amount that was 
received. When the discrepancies were revealed then we reported the 
correct amount to them. Did we actually say in those audit letters, 
Mr. Inskeep, that we had discovered a discrepancy in the records? 

Mr. Inskeep. I don’t believe we said that directly. We just sent 
a revised audit letter. 

Senator AtLotr. Showing the amount of money you had actually 
received ? 

Mr. Rrnxer. Yes. 

Senator Axtuorr. Did you ask for a confirmation or reply from 
them as to a discrepancy ¢ 

Mr. Rinker. Not as to a discrepancy, I am quite sure, no. We 
merely asked if that then agreed with their records. 

Senator Attorr. When you sent this letter to X fund, did you 
include in it that over a certain period you had received a certain 
premium? You did that? 

Mr. Rrnxer. Yes. 

Senator Atxorr. Did you say “purporting to cover X number of 
employees” ? 

Mr. Rinxer. No, sir; I don’t believe so. It was merely the amount 
of premium. 

Senator Atiorr. So you didn’t follow up, even though you had good 
warning, with a complete check-through as to the number of em- 
ployees covered, coupled with the actual peeeione You did check 
through on the premiums but not upon the employees covered ? 

Mr. Rinxer. No, sir; we didn’t. I would like to add this, that at 
least in the measures that we deem helpful in controlling this sort of 
situation, we are in the process and we have had in effect for this year 
what we have called our field audit division, and we are very hopeful 
that that field audit division will be able to go in and check these 
things from A to Z. 

Mr. Correr. Did you send these letters directly or through C. J. 
Simons? 
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Mr. Rinker. We sent them directly. 

Mr. Correr. Where did you get the information? You had the in- 
formation with respect to the correct address of the funds or employer 
or whoever was the policyholder ? 

Mr. Rinxer. Yes. We hold the master contracts, or rather copies 
of them, in our offices. 

Mr. Correr. You say you got responses to all of these cases 
except 13% 

Mr. Rinxer. Yes. I am quite certain that is the way it came about. 

Mr. Correr. And 13 did not respond # 

Mr. Rinker. Yes, sir. 

Mr. Correr. There were hundreds that you sent out. 

Mr. Rinker. Literally; yes. 

Mr. Correr. Didn’t that put you on suspicion as to the 134 

Mr. Rrnxer. Yes, definitely. 

Mr. Correr. So then you turned around and you sent them a letter 
saying, “This is what we received. Is it correct?” or, “Respond if it 
is not correct” ? 

Mr. Ringer. We asked for verification of the amounts paid. 

Mr. Correr. Do you have copies of these letters with you? 

Mr. Inskeep. No. 

Mr. Correr. Would you supply them for the record ? 

Mr. Rinker. We certainly will. By that do you mean all or some 
of them ? 

Mr. Correr. A specimen of them. 

Senator Atyorr. That is a specimen of the 13? 

Mr. Correr. Yes; and of both the first and second letters, so we 
will have the full picture. 

Senator Dovueias. Those will be supplied by the company and in- 
serted in the record. 

Mr. Correr. You received no response to your second letter # 

Mr. Rinxer. I didn’t say that. The second letter we got a response 
on, saying, “Yes; this is correct.” 

Mr. Correr. The 13 of them came back? 

Mr. Rinxex. Yes. 

Mr. Correr. And they were the 13 in which you later found there 
had been money withheld ? 

Mr. Rinker. Yes. 

Senator Atiorr. The 13 told you even after this embezzlement that 
this amount that you specified you had received was the correct 
amount ? 

Mr. Rinker. Yes,sir. Mr. Inskeep has a comment. 

Senator Attorr. I want to be sure you understand my question. 

Mr. Inskeep. As I understand your question, the policyholders 
acknowledged the original amount of the premium that we had col- 
lected. Is that your question ? 

Senator Atxorr. Let’s eliminate the first questionnarie you sent 
out. Now we are down to the time when you didn’t hear from the 13. 
You sent them another letter, stating the amount of premium you had 
received and, as Mr. Rinker says, asked them to ver ify that. 

Now, his statement a moment ago was that you received letters 
from them, verifying it. That would imply that these 13 verified 
that the embe azled premiums, I will call them, were correct, even 
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after they had been put on notice that you hadn’t received the amount 
that they had paid. 

Mr. Inskeep. I think the sequence of events might not have been 
clearly described. It was after Mr. Croland revealed the information 
concerning these 12 additional cases and we made adjustments on our 
records to credit the additional amount of premium on those policies 
that we then sent out new audit letters including the increased amount 
of premium, including the original amount we had collected, as well 
as the additional amount revealed by Mr. Croland. 

Senator Atniorr. But those did not reflect, then—and this is im- 
portant—the fact that there had been an embezzlement of premiums? 

Mr. Inskeep. They did not state any reason for the difference from 
the original figure. 

Senator AuLorr. Then you did not inform the policyholders of the 
facts which had occurred through the embezzlements of the agent? 

Mr. Inskeep. No. 

Senator Atiorr. Why not? Don’t you think that you owe to your 
policyholders that information ? 

Mr. Rinker. Well, I will say this: In retrospect as we look at these 
things, we can see many things that we might have done differently. 
On the other hand, I must confess that I think it rather strange that 
we would send out one letter saying that X fund has paid $130,000, 
let’s say, according to our records, and a month and a half later we 
sent out a letter to the same fund—I am not sure just how it was said— 
but presumably it said, “In some way our records have been revised and 
show that $150,000 has been paid.’ It is rather strange to me as an 
intelligent person that the recipient of that letter wouldn't say; “Well, 
what the devil is going on?” 

Now, to go further into Mr. Cotter’s question 

Senator Axxort. Let’s follow that, Mr. Rinker, if you will. 

Mr. Rrinxer. Let’s stay with it if you wish. 

Senator Axxorr. In other words, given a specific fund, X fund, 
they did receive a letter saying, to use your figures, that in the first 
instance $130,000 was paid and then a short time later, when they 
were not heard from, they received a letter saying that your figures 
had been revised, or something of that sort, and that it showed $150,- 
000. These figures are hypothetical, of course. 

Mr. Rinker. Yes. 

Senator ALuorr. Is that true? They received two letters ? 

Mr. Rinxer. They received two letters. 

Senator Atiorr. With two different figures? 

Mr. Rinker. That is right. 

Senator ALLorr. Within a comparatively short period of time? 

Mr. Rinxer. It would be within a span, I think, of 2 or 3 months, 
not 2 weeks. 

Senator Atxiorr. All right. Now let’s follow this further: What 
reaction did you get from the 13 funds after this second letter ? 

Mr. Rinker. AsI recall, none. They merely acknowledged that the 
second figure in our second letter was correct. 

Senator Attorr. And you didn’t receive what I would call a kick- 
back from any 

Mr. Rinker. You mean acomplaint? 

Senator Attorr. A complaint, or as you said, “what the devil is 
the matter?” from any of those funds. 
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Mr. Rinker. Not to my knowledge, and I think it is a bit strange. 
Senator Dove.as. It is not our part to portion out praise or blame, 

Mr. Rinker, but you said that a sensible person would have asked what 
was going on as to the difference between the first and second state- 
ments. Do you feel that there is any obligation upon the sender of 
the letters, namely, your company, to tell the recipient what had been 
going on ¢ 

Mr. Rinxer. I know—well, that is a nice question, Senator. 

Senator Doueuas. I know it is an odd question. It is not meant to 
embarrass you. It is not passing judgment on you, either. 

Mr. Rinker. We are trustees, in a sense, of public rights and goods, 
and we are very aware of it, believe me. During this entire time 
and while it may seem long, it is surprising how fast time goes—we 
have tried and have been attempting to appraise the entire situation 
with regard to that particular agency. 

Bear in mind that we felt that Mr. Simons’ statement that he knew 
nothing of these things could well have been proper. We believed 
him. He isa man who has been in business for thirty-five-some years; 
he is a respected individual in his community. I must confess that 
perhaps we appear slow, but we definitely were slow in taking any 
action that would tend to injure that reputation, which was established 
over many years. That, I think, isa fair statement of the way I might 
feel about it. 

It would have been perhaps quite simple to hang people, tear them 
apart limb from limb. Sometimes I believe it takes a little more 
courage—maybe it isn’t as right—to consider the facts coldly and with 
consideration for everyone. I don’t believe yet we know the entire 
story on this thing, and it is like judging without full trial, shall 
we say. 

Senator Doveias. You wanted to settle it within the family, so to 
speak ¢ 

Mr. Rinker. Yes. Wehaverespect for Mr.Simons. Westill have. 
His is a fine agency and a fine repute. 

Mr. Correr. But you people had $160,000 in embezzlements on your 
hands ahd you weren’t constituted agencies of the law, and weren’t you 
taking something upon yourself not to report that ¢ 

Mr. Rinker. Well, Mr. Cotter, I am not a lawyer. On the other 
hand, perhaps we did take something on ourselves. It is not a com- 
pletely unusual factor in insurance—not that I say it happened in 
this case, I am not sure—but it certainly is not unusual practice for 
agents, shall we say, to use a term, to go short, and for a company for 
good reason to say, “Well, you have heen great people for many years. 
We have confidence. We think you have learned your lesson. We 
don’t think you will do it again.” Friends are friends to be stuck by, 
in other words, and people that have done business with us we like 
to think of as our friends. 

Mr. Correr. But they reported to you falsely. They had embezzled 
part of these premiums and sent on the rem: ainder and asked you to 
insure a group on a lesser amount of premium than you were entitled 
to and the rates called for. 

Mr. Rinker. That is right. 


Mr. Correr. There was a good clean-cut embezzlement here; wasn’t 
there? 
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Mr. Rrvxer. Well, there certainly were liberties taken with our 
premiums, Mr. Cotter. 

Senator Auort. I couldn’t hear you, sir. ; 

Mr. Rinxer. I say there were liberties taken with our premium 
accounting. I have felt on numerous occasions that if we erred in 
this thing, it was in the sense that perhaps we trusted our fellowman 
too much in handling our funds. We placed complete faith in the 
C. J. Simons Corp. 

Mr. Correr. Ut until a certain time. 

Mr. Rinker. Yes; and of course it was badly shaken in January 
1954. 

Mr. Correr. What did Croland tell you as to why it was necessary 
to embezzle premiums and report falsely to you? What was the 
necessity? What did he tell you? bh, 

Mr. Rinxer. Well, that must be intermingled with opinion, if you 
don’t mind. Who knows, after all, what is in the heart of men? 

Senator ALuorr. I don’t mind your giving your opinion, but I would 
also like to have you differentiate between the times when you are 
giving your opinion and when you are telling what Mr. Croland said. 

Mr. Rinxer. This is opinion for the moment, sir. 

Senator Atiorr. All right. 

Mr. Rinker. I say, who knows what is in the minds of men? 

I will now go to Mr. Croland’s statement to me, namely that he felt— 
I think this is factual—that it was necessary, shall we say, in the 
acquisition of business for him to do these things. It was a way of 
acquiring business, in his eye. 

Senator Doveias. Acquiring and holding business ? 

Mr. Rinxer. Yes. His way of doing it—yes, and holding it—his 
way of doing business is certainly wrong. There is no question about 
it. On the other hand, I think Mr. Croland, in stating it to me, felt 
that others around him in the insurance field were doing the same 
things, and that perhaps that justified his actions. 

Senator Dovue.as. Did you feel that that was common practice, so 
that it was at least partially justifiable ? 

Mr. Rinxer. I think the manner in which it was done is certainly 
not common practice. I would hate to think so. 

Senator Doveias. Not the manner but the essence—that is, that 
there should be kickbacks in order to get and retain group insurance 
policies ? 

Mr. Rinker. As a matter of opinion, I think that it is a shame that 
so many fine union people, industries, and insurance carriers are per- 
haps subjected to criticism because undoubtedly there are some who 
have resorted to these administration practices in payment of fees in 
order to secure business. 

Senator Doveras, I was not indulging in any denunciation of the 
insurance business or unions or anything of the kind but merely asking 
you whether in your judgment this was a common method of granting 
kickbacks in order to obtain or retain policies in group insurance. 

Mr. Rivxer. I think in the welfare fund field there has been a lot 
of it; yes. 

Senator Dovetas. Don’t you think then that such investigations as 
ours, though criticized by some, perform a useful function in exposing 
the situations and thus paving the way for improvement ? 
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Mr. Rinker. We are heartily in accord with it, Senator. As I said 
before, I am very hopeful that you can give us guidance in better ways 
to polic e these things; no question. 

Senator Douvc.ias. You are aware of the fact we have been very bit- 
terly criticized by certain elements for conducting these hearings ¢ 

Mr. Ruvxer. Yes, sir, I am; but, after all, I think it is important 
that we Americans get together and clean this thing up. 

Mr. Correr. Mr. Rinker, did you take any business away from C. J. 
Simons as a result of what transpired? Or do they still write the 
same policies, with minor exceptions, that they had prior to this 
matter coming up / 

Mr. Rrnxer. I think there has been a definite falling off of the busi- 
ness coming or emanating—speaking of group—from the C. J. Simons 
office. There has been no change insofar as our relationship with 
C. J. Simons himself is concerned. 

Mr. Correr. Is it possible that your failure to take action with re- 
spect to reporting this may have been influenced by the fact that it 
would lose business ? 

Mr. Rinxer. If I understand that question correctly, did we fear 
that we would lose business if we reported this? 

Mr. Correr. No. Was it easier to forgive the embezzlement and 
keep the business than it was to report it and cut off your agent? 

Mr. Rinker. Well, we were interested in saving our agent. ‘There 
is no question about that. This agency produces a large volume of 
ordinary business, which is very fine business. 

Mr. Correr, You effected a settlement with C. J. Simons; is that 
right ? 

Mr. Rinker. Yes; we have. Asa matter of fact, at the moment we 
consider that the entire amount which has been charged on these cases 
has been repaid by commissions that we have held in connection not 
only with ordinary business but with all other business—the group— 
as well, 

Mr. Correr. Mr. Chairman, before I forget it, I wonder if we might 
have the complete series of correspondence and statements that went 
between.Continental Assurance Co, and the 13 funds or policyholders 
affected. 

Senator Dova.as. I had thought that that should be included, but 
if it was not so understood, I now ask that all the correspondence— 
you mean with each company, or the forms? 

Mr. Correr. No; the exact correspondence that passed between the 
company and the 13 funds involved. 

Senator Dovatas. Each of the 13 funds? 

Mr. Correr. Yes; rather than just a specimen. 

Mr. Rrvxer. I see. You mean these audit letters, Mr. Cotter 
that your point? 

Mr. Correr. Yes. 

Mr. Rinker. Certainly. 

Mr. Townsenp. Let’s get that straight. Is that just the audit 
letters? 

Mr. Correr. No; whatever transpired—whatever notification you 
gave these funds from your first letter after July 1954 through the 
second or any other correspondence or statements including their 
replies. You made some point about the type of replies they made, 
and some conclusions that you drew from their replies, and if we 


~ 
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have all that material, we might be able to come to the same conclu- 
sions, or other conclusions. 


Mr. Rinker. You shall have it. 


(The documents requested were later supplied and marked “Exhib- 
its 104-A through 118-D.”) 


Following is an excerpt from Mr. Inskeep’s letter of December 13, 1955, to 
Senator Paul H. Douglas explaining the procedure followed by Continental 
Assurance Co. in handling this matter. For the remainder of the letter, see 
p. 1359 infra. 

We were requested to furnish all correspondence relating to the audit 
letters on the 13 cases on which premiums were withheld by the C. J. Simons 
Corp. We have searched our files and located a number of letters concerning 
this audit and copies of those letters are enclosed. We were not able to locate 
any copies of the original audit letters on these cases because of the procedure 
followed. 

Form letters were printed and we then completed a pencil copy of the form 
letter for each of the policies written through the C. J. Simons Corp. This 
pencil copy indicated the amount of premium received by us during the calendar 
years 1952 and 1953. A typed copy was prepared without a carbon and mailed 
direct to each policyholder. Most of these letters were mailed about August 
1, 1954—although we previously indicated they were mailed at an earlier 
date. As each reply was received in our office, the pencil copy was removed 
from our file and destroyed, so that at all times the remaining pencil copy 
constituted our followup file. About the first week in October we sent followup 
letters on all cases where no answer had been received. 

On October 18, 1954, we completed entries in our records to charge the ©. J. 
Simons Corp. and credit additional premiums on all of the 13 cases. After 
our collection records had been posted with the additional premiums we then 
sent new audit letters showing the increased amount of premium. Pencil copies 
of most of those letters are enclosed. At the time the corrected letters were 
prepared we disposed of the original pencil copies as they appeared to be of 
no further value to us. The enclosed data will show that we continued to 
follow up on these cases until we finally received answers on all of them some- 
time in January 1955. 


Exursit 104-A 


CONTINENTAL ASSURANCE Co., 
Chicago, It. 
CLIPPER DIAMOND Too. Co. IN¢o., 
New York, N. Y. 


GENTLEMEN: As a part of a routine audit currently in progress on all of our 
group insurance policies, we have entered below the premium payments received 
on the above policy for the years indicated, opposite the months to which the 
premium payments apply. Would you please verify this information and advise 
us of any discrepancies between our records and yours? 


Year 1952, | Year 1953, || __ | Year 1952, | Year 1953, 
amount amount Premium for month of amount amount 


Premium for month of— | 


$222.75 || August..................-| $213.28 $251. 46 
215. 58 \| September 204. 47 249. 05 
215. 25 October 214. 92 260. 31 
214.44 || November ? 221. 43 276. 88 
214.44 || December 221. 43 262. 34 
245. 59 —_— | 
251. 46 || Total for year | 2, 537. 91 2, 879. 55 


A stamped self-addressed envelope is enclosed for your reply. 
Your cooperation is greatly appreciated. 
Very truly yours, 
Pau. H. Rinker, Vice President. 


The above figures are not in agreement with those shown in our records. 
Not one figure is correct; all monthly figures are higher. 
Authorized signature: Dororuy Lite, Secretary. 
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Exuirzsir 104-B 


CONTINENTAL ASSURANCE Co., 
Chicago 4, Ill., September 1, 1954. 
Miss Dororny LITE, 
Secretary, Clipper-Diamond Tool Co., Inc., 
New York, N. Y. 

Dear Miss Lite: As a part of our routine audit of all of our group insurance, 
we sent you a list of the premiums received for the years 1952 to 1953. You 
returned this list to us with the notation that not one figure was correct. The 
correct figures are higher. However, you did not tell us what the correct figures 
were. 

I would appreciate your sending us a list of the correct premiums for the year 
1952 to 1953 so that we may verify our records. Thank you for your cooperation 

Very truly yours, 


Pau. H. Rrnxer, Vice President. 


Exursir 104—-C 


CiipPpeR DIAMOND Toor Co., INC., 


New York 36, Be Bin oe ple mber 7, 195 }. 
Pau. H. RINKER, 


Vice President, Continental Assurance Co. 
Chicago 4, Il. 
Dear Mr. RINKER: In reply to your letter of September 1, please be advised 
that premiums paid for the years 1952 and 1953 are as follows: 


1952 | 1953 
| 
61 $288 
57 282. 70 
57 282.70 | September 
. 43 | 287.06 | October 
233. 59 | 287.06 | November 
» 22 276. 92 | December 


Very truly yours, 


CLIPPER DIAMOND Toor, CoMPpANy INC., 
By Dororuy Lire, Secretary. 


Exnutsit 104-D 
SEPTEMBER 9, 1954. 
Re Clipper Diamond Tool Co., Ine. 
C. J. Simons Corp., 

Newark 2, N. J. 


GENTLEMEN: AS a part of our routine audit of all of our group cases, we sent 
the Clipper Diamond Tool Co. a list of premiums received for the years 1952 and 
1953. We asked the policyholder to verify our records and to notify us of any 
discrepancies. Our original letter and the policyholder’s reply are enciosed. As 
you can see by these letters the premiums listed by the policyholder are much 
higher than those actually received. 

In order for us to explain these differences to the policyholder, will you 
please check the enclosures and explain these discrepancies in premium to us. 
Thank you for your cooperation. 

Very truly yours, 
DEWEY P. JEANNETTE, 
Assistant Supervisor, Premium Accounting Unit, Group Records and 
Administration Section. 
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Exursit 104-E 


CONTINENTAL ASSURANCE O0., 
Chicago 4, Ill., October 19, 1954. 
Re Clipper Diamond Tool Co., Inc. 
Mr. WILLIAM LARGEY, 
C. J. Simons Corp., Newark 2, N. J. 

Dear BILL: On September 9 I sent you a copy of the list of premiums that I sent 
this policyholder and also a copy of his reply. His figures were all much higher 
than the ones I had listed so I asked you to please get in touch with the broker 
and have him explain these differences to the policyholders and also to let me 
know so I can verify our records. I still have not received any reply. 

I would like to get this matter cleared up as soon as possible so any help you 
ean give me will be appreciated. If you do not have the copies I sent you, please 
let me know so that I may send duplicates. 

Thank you for your prompt attention and cooperation. 

Cordially yours, 
DEWEY P. JEANNETTE, 
Assistant Supervisor, Premium Accounting Unit, Group Records and 
Administration Section. 


ExuHisit 104-F 


CONTINENTAL ASSURANCE Co., 
Newark 2, N.J., October 25, 1954. 
Re Clipper Diamond Tool Co., Inc. 


DEWEY P. JEANNETTE, 
Assistant Supervisor, Premium Accounting Unit, 
Group Records and Administration Section, Continental Assurance Co., 
Chicago 4, Ill. 

DEAR DEWEY: We had previously forwarded the correct figures on this case 
to Mr. Russell P. Inskeep of the home office. I am sure that if you will check 
with him, he will bring you up to date on the correct premiums for the periods 
in question. 

If we can be of any further service, please do not hesitate to contact this 
office. 

Very truly yours, 
Cc. J. Sruons Corp., 
WILLIAM J. LARGEY, 
Group Department. 


ExHIsItT 104-G 
OCTOBER 25, 1954. 
Re Routine Audit. 
CLIPPER DIAMOND Toor Co., INc., 
21 West 46th Street, New York City, N. Y. 


GENTLEMEN: I have rechecked the figures we recently sent you regarding our 
routine audit of all group insurance policies. We have found our error and our 
records now check with yours. 

Thank you very much for providing us with the correct figures so that we could 
balance our records. 

Sincerely yours, 
DEwEY P. JEANNETTE, 
Assistant Supervisor, Premium Accounting Unit, Group Records and 
Administration Section. 


Exuisit 104-H 
OCTOBER 27, 1954. 
Re Clipper Diamond Tool Co., Inc. 
Mr. WILLIAM J. LARGEY, 
Group Department, C.J. Simons Corp., 
Newark 2, N. J. 

Dear Bix: I got the correct figures on this case from Mr. Inskeep a few days 
ago after I wrote you. I should have written you but, as you know, I neglected 
to do so. Anyway, the figures you sent us completely checked out with those of 
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the policyholder. I have aiso written the policyholder, telling him that our 
figures are in agreement with his. 
Many thanks for your cooperation in this matter. If I can be of help to you 
sometime, please call on me. 
Sincerely yours, 
Dewey P. JEANNETTE, 
Assistant Supervisor, Premium Accounting Unit, Group Records and 
Administration Section. 


Exnisit 105-A 


CONTINENTAL ASSURANCE CO., 
Chicago, IU. (Sent in October.) 
Re G-1857, GA-1701. 
WILLIAM J. MADISON, 
Trustee, Affiliated Truckers Trustee Fund, Inc., 
Jersey City, N. J. 

GENTLEMEN: As a part of a routine audit currently in process on all of our 
group insurance policies, we have entered below the premium payments received 
on the above policy for the years indicated, opposite the months to which the 
premium payments apply. Would you please verify this information and advise 
us of any discrepancies between our records and yours. 


Corrected figures | Corrected figures 


Premium for month of— Re || Premium for month of— | 
Year 1952, | Year 1953, Year 1952, | Year 1953, 


amount amount r amount amount 


January ,090.19 | $7,084.76 |} August.-.---- | $5, 432. 35 $7, 211.12 


} 


RS i a 59. 52 6, 976.08 || September 5, 133. 83 7 100.82 
». 79 7, 466. 32 October . 5, 520. 85 6, 605. 92 
2. 47 | , 011. 48 November... 5, 813. 7! 6, 953. 60 
9. 16 , 001. 44 December - ----- 5, 535. 14 7, 004. 48 
9. 43 , 025. 32 -- -- 
831. 96 , 075. 44 Total for year......| 58, 364. 5: 


84, 516. 84 


A stamped, self-addressed envelope is enclosed for your reply. 
Your cooperation is greatly appreciated. 
Very truly yours, 
PAUL H. Rinker, Vice President. 


ExnHIsIT 105-B 


CONTINENTAL ASSURANCE Co., 
Chicago, Ill., January $3, 1955. 
Re G-—1857, GA-1701. 
Mr. WILLIAM J. MADISON, 
Trustee, Affiliated Truckers Trust Fund, Inc., 
Jersey City, N. J. 

DEAR MR. MapIson: We have for some time been attempting to make an audit 
on all of our group-insurance policies. As a part of this audit, we have entered 
on the attached sheet the premium payments received on your policy for the 
years indicated. Previous requests for verification of these figures have not 
been answered. It is perhaps possible that a request has been misplaced in 
your office. 

It would be greatly appreciated if you would inform us at your earliest con- 
venience as to the correctness of the figures shown by our records. Any com- 
ments regarding discrepancies may be made on a copy of the letter which is In 
duplicate for your convenience. A stamped, self-addressed envelope is enclosed 
for your reply. 

Sincerely yours, 
LINCOLN C. CocHEU, 
Administrative Assistant. 
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ExHIsitT 105-C.—A filiated Truckers Trustee Fund, Inc. 


Year 1952, | Year 1953, 


| Year 1952, | Year 1953, 
amount | amount 
| 


-remi 0 onth of— 
Premium for month of amount amount 


Premium for month of— 





ton ary $4, 090. 16 7,084.76 || August | $5, 432. 35 , 211. 12 
Fet ru ry 4, 059. 5 5, 976.08 || September , 133. 83 , 100, 82 
4, 246. 7§ , 466.32 || October | , 529. 85 §, 605, 92 
4, 382. , 011.48 || November__..__-- al aoe 5, O53. ¢ 60 
4, 529. 16 , 001.44 |} December............... 5, 535. ] 
4, 779. 43 , 025. 32 _ 
4, 831. 96 075. 44 | Total for year | 58, 364. 53 | 84, 516.84 
| 


1 $7,100.88. 


Except for 6-cent error indicated above the figures are correct. 
MARVIN ZALK, Administrator. 


Exnursit 106—A 


CONTINENTAL ASSURANCE Co., October 6, 1954. 
Subject: Policy Nos. G-1587-GAA, GH-1476. 


PLASTERER’S HELPERS INTERNATIONAL UNION LOCAL No. 30, 
New York City, N. Y. 

GENTLEMEN: As a part of a routine audit currently in process on all of our 
group insurance policies, we have entered below the premimum payments re- 
ceived on the above policy for the years indicated, opposite the months to which 
the premium payments apply. Would you please verify this information and 
advise us of any disprepancies between our records and yours. 





of— amount amount of— amount amount 


Eb citatctihe truuahivnncnsninmmes | ~dipiactigeeaeie tes | August. 


| 
Premium for month Year 1952, | Year 1953, » | Premium for month Year 1952, | Year 1953, 
| 
| 


February at ee 
RO ie onnnat Jivnkontuiiptdinenttscnas cl ae iced eickiand 
April. _-. ae 5 ie I 
May (annual 1) $29,019.10 | $26, 084.71. | December 
Ie gps ge ss gh imuegiee 

Total for year 


1 With adjustments included. 


A stamped self-addressed envelope is enclosed for your reply. 
Your cooperation is greatly appreciated. 

Very truly yours, 

PAvuL H. RInKeEr, Vice President. 
The above figures are not in agreement with those shown in our records. 
Please see those shown. on the reverse side. 

Authorized signature: 

A. ZUCCARELLO, 

Secretary. 


Exursit 106-B 


Premiums paid 


May 14, 1952 $29, 820. 69 
May 11, 1953 : 


Kindly check your records as to how these figures were computed and advise 
the writer at once. Also please note corrected address on face of this letter. 
Thank you. 
PLASTERERS HELPERS UNION, LOCAL 30, 
A. ZUCCARELLO, Secretary. 
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ExnHir 106-C 
OcToBER 28, 1954. 
Re Policy No. G-1587, GAA-GH-1476. 
Mr. A. ZUCCARELLO, 
Secretary, Plasterers Helpers Union, Local No. 30, 
New York, N. Y. 

Dear Mr. ZuccarELLO: Many thanks for your prompt reply to our audit letter 
of October 6. We have rechecked our figures and they are now in agreement 
with yours. 

This being an annual case, we neglected to take certain adjustments into con- 
sideration and added some other adjustments twice. Of course, the error is com- 
pletely ours. 

Thank you again for providing us with the necessary information needed to 
verify our records. 

Very sincerely yours, 
Dewey P. JEANNETTE, 
Assistant Supervisor, Premium Accounting Unit, 
Group Records and Administration Section, 


ExnHrsit 107-A 


CONTINENTAL ASSURANCE CO., 


Chicago, IU. 
PAPERHANGERS IND. INs. FUND, 


Jamaica, N.Y. 

GENTLEMEN: As a part of a routine audit currently in process on all of our 
group-insurance policies, we have entered below the premium payments received 
on the above policy for the years indicated, opposite the months to which the 
premium payments apply. Would you please verify this information and advise 
us of any discrepancies between our records and yours? 


Year 1952 Year 1953 Year 1952 
ent ' || Premium f b of— ir 1952, 
amount amount Premium for month of amount 


Premium for month of— | 


61 Sales August. 
59. 14 September 
23 | 1 $2,925.03 || October. __- 
8.08 | ‘ _... || November 
2. 02 l-- —— | December 

. 22 2 10, 306. 40 

ae ay Total for year 


Quarterly. 
? Semiannually, 


A stamped self-addressed envelope is enclosed for your reply. 
Your cooperation is greatly appreciated. 
Very truly yours, 
PauL H. Rinker, Vice President. 
The above figures are in agreement with those shown in our records except 
those shown on the reverse side. 
Authorized signature: 


ANTHONY GABRIELE. 


Exurisit 107-B 


PAPERHANGERS INDUSTRY INSURANCE FUND OF PAPERHANGERS 
Loca No. 1727 of QUEENS, NASSAU, AND SUFFOLK COUNTIES, 
Valley Stream, N. Y., August 18, 1954. 
CONTINENTAL ASSURANCE Co., 
Chicago, Ill. 
(Attention: Paul H. Rinker, vice president. ) 
GENTLEMEN: According to our records, the following are the premium pay- 

ments for the years 1952 and 1953: ’ 


1 Off $25. Simmons owes us $25 which would balance. 
M. B. H. 
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Month of— Your figures |} Our figures | Your figures | Our figures 


January $1, 308. 51 $1, 308. 51 
February E 859. 14 865. 83 2 
1, 217. 23 1, 217.37 aie 
1, 278. 08 1, 302. 00 | $3, 140. 99 
ae 
1, 257. 10, 306. 40 


August 


October 
November 
December 3, 891. 35 


—179. 46 17, 541. 50 | 








Very truly yours, 
MELVIN MARGLIN, Secretary. 
ANTHONY GABRIELE. 


ExuHrs1tT 107-—C 
OcTOBER 25, 1954. 
Re routine audit 


PAPERHANGERS INDUSTRY INSURANCE FUND, 
Jamaica, N. Y. 


GENTLEMEN : I have rechecked the figures we recently sent you regarding our 
routine audit of all group-insurance policies. We have found our error and our 
records now check with yours. 

Thank you very much for providing us with the correct figures so that we 
could balance our records. 

Very truly yours, 
DEWEY P. JEANNETTE, 
Assistant Supervisor, Premium Accounting Unit, Group Records and 
Administration Section. 


Exurisit 108-A 


CONTINENTAL ASSURANCE Co., 
Chicago, Ill. 
INSURANCE WELFARE FUND, BROTHERHOOD OF PAINTERS OF QUEENS COUNTY, 
Flushing, Long Island, N. Y. 


GENTLEMEN: As a part of a routine audit currently in process on all of our 
group-insurance policies, we have entered below the premium payments received 
on the above policy for the years indicated, opposite the months to which the 
premium payments apply. Would you please verify this information and advise 
us of any discrepancies between our records and yours. 


- ’ 
Tear 1952 | Tear 195% . Tear 105 ar 1¢ 
Year 1952, | Year 1953, |! Premium for month of— | ¥°ar If ear 1068, 


silted 2, | Ye 
Premium for month of amount’ | amount. || a | ageount 





i 
January tineunan en \ August (annual) |' $83, 487.40 | $79, 658. 45 


February..----- ee oil : September 
March.__- | ciinieanilipages October - 

| November 

December 


|. 
Total for year 282,23 388. 20 fame 79, 658. 45 


A stamped self-addressed envelope is enclosed for your 2 resly. 
Your cooperation is greatly appreciated. 
Very truly yours, 
PauL H. RInKEr, 
Vice President. 
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The above figures are in agreement with those shown in our records except 
those shown on the reverse side. 


{Reverse Side] 
| Adjusted as follows: 


 eaeee 
Credit - 


? Adjusted, $1,099.20. 


Authorized signature: 
Morris Baum. 


ExuHIsIT 108-B 


JANUARY 3, 1955. 
Re G-932, GA-678. 
Mr. WILLIAM J. AHEARN, 
President, Insurance Welfare Fund, Brotherhood of 
Painters of Queens County, 
Flushing, Long Island, N.Y. 


DeAaR Mr. AHEARN: We have for some time been attempting to make an audit 
on all of our group insurance policies. As a part of this audit, we have entered 
on the attached sheet the premium payments received on your policy for the 
years indicated. Previous requests for verification of these figures have not been 
answered. It is perhaps possible that a request has been misplaced in your 
office. 

It would be greatly appreciated if you would inform us at your earliest con- 
venience as to the correctness of the figures shown by our records. Any com- 
ments regarding discrepancies may be made on a copy of the letter which is in 
duplicate for your convenience. A stamped self-addressed envelope is enclosed 
for your reply. 

Sincerely yours, 
LINCOLN C. CocHEU, 
Administrative Assistant. 


EXHIBIT 108—C 


Insurance welfare fund, Brotherhood of Painters of Queens County 


: r QA9 
Annual premium for— 7 vo — oe 
a ount 





ee da ae ; et $83, 487. 40 $79, 658. 45 
Adjustment 4 a 1, 090. 20 


79, 658. 45 





ExuHIsitT 109—-A 


CONTINENTAL ASSURANCE CoO., 
Chicago, Ill. (Sent in October.) 
te G-2424, GA-2208, cancelled December 31, 1954. 
JOHN J. CONLIN, 
Local Union No. 560, 
Salesmen and Mechanics Welfare Division, 
Jersey City, N. J. 

GENTLEMEN: As a part of a routine audit currently in process on all of our 
group insurance policies, we have entered below the premium payments received 
on the above policy for the years indicated, opposite the months to which the 
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premium payments apply. Would you please verify this information and advise 
us of any discrepancies between our records and yours. 


Corrected figures, Corrected figures, 
Premium for month of— year 1958 Premium for month of— year 1958 

RT oi cine $3, 728. 99 ai sisciviinin eermanaie $3, 778. 90 
UT neice cecdience 8, 664. 82 September__........... 3, 757. 51 
OES REE 3, 743. 25 ee 3, 750. 38 
OI oon eterenenenen 3, 693. 3 November_.____.----.. 3, 671. 95 
STIAIT . ccsatucsnsceesesseiprasninieiiciels 3, 743. 25 Decne... nen 3, 764. 64 
ee ieoicininitatiaiin 3, 686. 21 —_—— 
atta 3, 828. 81 Total for year... 44, 812. 05 


A stamped self-addressed envelope is enclosed for your reply. 
Your cooperation is greatly appreciated. 
Very truly yours, 
Pav. H. RInKer, Vice President. 


ExHIBIT 109-B 


CONTINENTAL ASSURANCE CO., 
Chicago, Ill., January 3, 1955. 
Re G—2424, GA-2208. 
Mr. Joun J. CONLIN, 
Local Union No. 560, Salesmen and Mechanics Welfare Division, 
Jersey City, N. J. 

DeEaR Mr. CONLIN: We have for some time been attempting to make an audit 
on all of our group insurance policies. As a part of this audit, we have entered 
on the attached sheet the premium payments received on your policy for the 
years indicated. Previous requests for verification of these figures have not 
been answered. It is perhaps possible that a request has been misplaced in your 
ollice. 

It would be greatly appreciated if you would inform us at your earliest con- 
venience as to the correctness of the figures shown by our records. Any com- 
ments regarding discrepancies may be made on a copy of the letter which is in 
duplicate for your convenience. A stamped self-addressed envelope is enclosed 
for your reply. 

Sincerely yours, 
LINCOLN ©. COCHEDU, 
Administrative Assistant. 





ExnuHIsBit 109—C 


Local Union No, 560, Salesmen and Mechanics Welfare Division 


Year 1958, Year 1958, 
Premium for month of— amount | Premium for month of— amount 

I ec ascii $3, 728. 99 cic ecic eee cucnenitediinn $3, 778. 90 
RENE cccscntininsiiiamiieubebion 3, 664, 82 i ae 3, 757. 51 
a 3, 743. 25 _ | RS 3, 750. 38 
ga snebee etalk 3, 693. 34 INI sc icin cainccncesSticinnl 3, 671. 95 
I aioe sie he as ed 3, 743. 25 IR ng 2 2s 8, 764. 64 
en Sea IE 3, 686. 21 —_—___—_ 
ied Gentticcnicehbincdetenaail 3, 828. 81 Total for year_-____ 44, 812. 05 





ExHIBIT 110-A 


CONTINENTAL ASSURANCE Co., 
Chicago, Ill., October 14, 1955. 

Re G-—1815. 
INTERNATIONAL BROTHERHOOD OF ELECTRICAL WorKERS, LOCAL UNION No. 1035, 

AFL, 

Hillside, N. J. 

GENTLEMEN: As a part of a routine audit currently in process on all of our 
group insurance policies, we have entered below the premium payments received 
on the above policy for the years indicated, opposite the months to which the 
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premium payments apply. Would you please verify this information and advise 
us of any discrepancies between our records and yours. 


| Year 1952, | Year 1953, 


Year 198 
retry , } = , 
mium for month of | amount amount I 


int 


Premium for month cae 
$390. 72 , $927 
nua) 7 Sentel i ‘ ¥ 
GOS. | 
915 
927 
933. 2 
U3 

1 Their September 1952 premium payment does not show on our record 
agree with our figures for the preceding month. 


A stamped self-addressed envelope is enclosed for your reply. 
Your cooperation is greatly appreciated. 
Very truly yours, 

Pau H. Rn Ker, Vice President. 

The above figures are in agreement with those shown in our records, except 
those shown on the reverse side. (See attached sheet.) 
Authorized signature: 
BenJ. W. BRACE, 
Treasurer, Local 1035, AFL. 


Exuisir 110-B 


| 
1952 1953 


Check 
Amount N k Date | Amoun 
j +0. | 





$897. 60 , 953 $202 
897. 60 
897. 60 
897. 60 
895. 20 | 
892. 80 | 
YD. 40 
900. 00 
895. 20 
8U7. 60 
BUD. St) 


eptember-. 
KK tober 
vember 





LMWH WK HK HKWNN 


RSS, OO 


110,742.40 


1 Breakdown of difference 
Local union 
Continental. 


NN a 
? Breakdown of difference is as follows: 
Continental 
Local union 


EXHIBIT 110—-C 
OcTOBER 25, 1954 
Re International Brotherhood of Electrical Workers, Local Union No. 1035, 
A. F. of L. 
Mr. WILLIAM LARGEY, 
C. J. Simons Corp., Newark 2, N. J. 

DEAR BILL: As part of our routine audit we sent this policyholder a list of 
premiums received for the years 1952 and 1953. Their figures all check with 
yours except they show $895.25 for the September 1952 premium. I wonder if 
you will verify this amount for us. 
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All subsequent figures on their list agree with our figures for the preceding 
month. Because of this the figure that they show for September is most likely 
incorrect but anyway it must be verified so that we can finish our audit on 
this case. 

Many thanks for your cooperation. 

Very cordially yours, 
Dewey P. JEANNETTE, 
Assistant Supervisor, Premium Accounting Unit, 
Group Records and Administration Section, 


Exuisit 110-D 


CONTINENTAL ASSURANCE Co., 
Newark, N. J., November 3, 1954. 
Re International Brotherhood of Electrical Workers Local Union No. 1035, 
A. a. of L. 
Dewey P. JEANNETTE, 
Assistant Supervisor, Premium Accounting Unit, Group Records and Ad- 
ministration Section, Continental Assurance Co., Chicago, Ill. 

Dear Dewey: Re your letter of October 25, 1954, on the above captioned, please 
be advised that the September 1952 premium totaled $897.60 according to our 
records. You mention a figure of $895.20 for the September 1952 premium. Our 
records show that we received a check for $895.20 for the August 1952 premium 
plus $4.80 in cash from the broker on the case, making an overall total premium 
for August of 1952 of $900. 

It would appear that the assured thought he was paying the September premium 
whereas in actuality, he was paying the August premium when he paid $895.20 
and the broker added the additional $4.80 to make up the total premium for 
August of $900. 

I hope this will clear up the matter, but should you have any further question, 
please do not hesitate to contact this office. 

Very truly yours, 
C. J. Srmons Corp., 
WILLIAM J. LARGEY, 
Group Department. 


Exnursit 110-E 


NovEMBER 8, 1954. 
Re Policy No. G—1815. 
Mr. BENJAMIN W. BRACE, 
Treasurer, International Brotherhood of Electrical Workers, 
Local Union, No. 1035, A. F. of L., Hillside, N. J. 


Dear Srr: Thank you for your prompt reply to our audit letter of October 14. 
I have rechecked our records and find that our figures are in complete agreement 
with yours. 
Many thanks again for your assistance in helping us to verify our records. 
Very sincerely yours, 
DEWEY P. JEANNETTE, 
Assistant Supervisor, Premium Accounting Unit, Group Records and 
Administration Section. 


Exuisit 111-A 


CONTINENTAL ASSURANCE Co., 
CuHicAgo, Int. (Sent in October.) 
Re G—2462, GA-2236. 
INLAND TERMINAL WORKERS WELFARE FUND, 
Jersey City, N. J. 

GENTLEMEN: As a part of a routine audit currently in process on all of our 
group insurance policies, we have entered below the premium payments received 
on the above policy for the years indicated, opposite the months to which the 
premium payments apply. Would you please verify this information and advise 
us of any discrepancies between our records and yours. 
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Corrected figures, | Premium for month Corrected figures, 

Premium for month of year 1958 | of—Continued year 1958 
January._...---.------ $2, 852. 00 August ree _ $2, 923. 30 
February-------~..---. 2, 852. 00 | September 2,901. 91 


March_-_-. bai 2, 852. 00 October—___ 2, 923. 30 
2, 852. 00 November aaa ; 2, 900. 04 
3, 130. 07 December_-___- 2, 780. 70 
- Total for year _- 28, 976. 32 
A stamped self-addressed envelope is enclosed for your reply 
Your cooperation is greatly appreciated. 
Very truly yours, 
PauLt H. RINKER, 
Vice President 


IExHIBIT 111—-B 


CONTINENTAL ASSURANCE Co., 
Chicago i, Tu 
Re G-2462, GA-2236. 
Mr. Epwarp J. SHERIDAN, 
Trustee, Inland Terminal Workers Welfare Fund, 
Jersey City, N. J. 

DEAR Mr. SHERIDAN: We have for some time been attempting to make an 
audit on all of our group insurance policies. As a part of this audit, we have 
entered on the attached sheet the premium payments received on your policy for 
the years indicated. Previous requests for verification of these figures have 
not been answered. It is perhaps possible that a request has been misplaced 
1 your office. 

It would be greatly appreciated if you would inform us at your earliest con- 
enience as to the correctness of the figures shown by our records. Any com- 
ments regarding discrepancies may be made on a copy of the letter which is in 
duplicate for your convenience. A stamped self-addressed envelope is enclosed 
for your reply. 

Sincerely yours, 
LINCOLN C. CocHEU, 
Administrative Assistant. 


ExuipiT 111-C 
Inland Terminal Workers Welfare Fund 


Year 1958, | Year 19538, 
Premium for month of— amount Premium for month of amount 
January August______~- naman Boy Deore OO 
February September 6: 2, 901. 91 
March $2 October__. ; 2, 923. 30 
2, 852. 00 November___ 2, 909. 04 
2, 852. 00 December oti: -. dae 
2, 852. 00 | ammieiate 
3, 130. 07 | Total for year___.____. 28, 976. 32 


‘Ve 


Exuipit 111-D 


INLAND TERMINAL WoRKERS WELFARE FUND, INc., 


Jersey City, N. J., January 17, 1955. 
Mr. Lincotn C. CocHEU, 


Group Department, 
Continental Assurance Co., Chicago 4, Ill. 


DEAR MR. CocHEU: The figures on the premiums for the year 1953 have been 
*hecked against our records and found to be in order. 
Very truly yours, 


INLAND TERMINAL WoRKERS WELFARE FuNp, IN‘ 
By PHYLLIS RUSSELLO. 


LOn* ‘ ‘ 
62033—56—pt. 3———33 
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Exuisit 112-A 


CONTINENTAL ASSURANCE Co., 
Chicago, Ill. (Sent in October.) 
Re G—2342, GA-2132, canceled November 30, 1954. 
TRUCKING EMPLOYEES OF PASSAIC AND BERGEN COUNTIES WELFARE FUND, 
Jersey City, N. J. 

GENTLEMEN: As a part of a routine audit currently in process on all of our 
group insurance policies, we have entered below the premium payments received 
on the above policy for the years indicated, opposite the months to which the 
premium payments apply. Would you please verify this information and advise 
us of any discrepancies between our records and yours. 


| 
Corrected figure Corrected figure : 
Premium for month of Premium for month of 
Year 1942, Year 1953, Year 1952, Year 195 
rmount mount amount amount 
January $8, 228. 02 Augu $12, 092. 48 
February 8, 983.80 (| September 12, 812.6 
March. 10. 338.50 || October 12. 976. 6 
April 10, 538. 14 November 12, 940.9 
May 10, 588.14 |) December $7, 472. 24 12, 826. 87 
June. 11, 472. 17 
July._.- 11, 878. 58 ota! for ye 7,472.24 | 135, 626.8 
A stamped self-addressed envelope is enclosed for your reply. 


Your cooperation is greatly appreciated. 
Very truly yours, 
PauL H. Rr Ker, Vice President. 


ExuHIipit 112-1 


CONTINENTAL ASSURANCE Co., 
Chicago, Ill., January 38, 1955. 
Re G—2342, GA-2132. 
Mr. Cuirrorp Bb. FINKLE, 
Trustee, Trucking Employces of Passaic and Bergen Counties Welfare 
Fund, 
Jersey City, N. J. 

DEAR Mr. FINKLE: We have for some time been attempting to make an audit 
on all of our group insurance policies. Asa part of this audit, we have entered 
on the attached sheet the premium payments received on your policy for the 
years indicated. Previous requests for verification of these figures have not 
been answered. It is perhaps possible that a request has been misplaced in 
your office. 

It would be greatly appreciated if you would inform us at your earliest con- 
venience as to the correctness of the figures shown by our records. Any com 
ments regarding discrepancies may be made on a copy of the letter which is in 
duplicate for your convenience. A stamped self-addressed envelope is enclosed 
for your reply. 

Sincerely yours, 


LINCOLN C. COCHEU, 
Administrative Assistant. 
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EXxuIpit 112-C 





Trucking employees of Passai 


$12,476.60. 


Except for 6-cent correction noted above the figures are correct 
MARVIN ZALK, Administrat 


Exuisir 113—A 


CONTINENTAL ASSURANCE Co., 
Chicago. 1Ul.. October 1905 
Subject : Policy No. GH-2121. 


BROOKLYN PAINTERS INSURANCE FUND, 
Brooklyn, N. ¥. 

GENTLEMEN: As part of a routine audit currently in process on all of our 
<roup insurance policies, we have entered below the premium payments received 
on the above policy for the years indicated, opposite the months to which the 

remium payments apply. Would you please verify this information and advise 
us of any discrepancies between our records and yours. 


. . "ear 1952 r 1953 Year 19 7 

emium for month of Year 1952, | Year 1953, Pre — nisi al Year 1952 19 
amount mount mount ! 

J juary ai F August 

February September 

Mareh : October 

April November 

May Decembe 

luly (annual $42, 148.83 |°$113, 141. 9 lotal for year $42, 148. 8 ‘ 41. 


Our check $42,108.86 for 1952; di 
Our check, 1953, $113,152.50; di 





\ stamped self-addressed envelope is enclosed for your reply 
Your cooperation is greatly appreciate: 

Very truly yours, 

PAUL H. RINKER, Vice President 
The above figures are in agreement with those shown in our records ex 
those shown above. 
Authorized signature: 
Harry Beck, Manag 


ExuHrsiT 113-B 


OcTOBER 13, 1954 
Re GH-2121. 
BROOKLYN PAINTERS INSURANCE FUND, 
Brooklyn, N. Y. 

GENTLEMEN: Thank you for your prompt reply to our letter of October 5 
cerning our audit of all our group-insurance policies. 

In rechecking our figures, I have found the differences in premium: for the 
year 1952 we neglected to show the return premium of $39.97. For the year 
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1953 we neglected to show the $10.60 adjustment which was received in 1954. 
Our records are now in balance. 
Many thanks for your cooperation in verifying our records. 
Very sincerely yours, 
Dewey P. JEANNETTE, 
Assistant Supervisor, Premium Accounting Unit, Group Records and 
Administration Section. 





EXHIsIT 113-—C 


OCTOBER 25, 1954. 
Re Routine Audit. 


BROOKLYN PAINTERS INSURANCE FUND, 
Brooklyn, N. Y. 

GENTLEMEN: I have rechecked the figures we recently sent you regarding our 
routine audit of all group insurance policies. We have found our error and our 
records now check with yours. 

Thank you very much for providing us with the correct figures so that we 
could balance our records. 

Very truly yours, 
DEWEY P. JEANNETTE, 
Assistant Supervisor, Premium Accounting Unit, Group Records and 
Administration Section. 





Exursit 114—A 


CONTINENTAL ASSURANCE Co., 
Chicago, Ill. (Sent in October.) 
Re G—1809. ' 


Mr. JouHn J. CONLIN, 
Trucking Employees of North Jersey Welfare Fund, 
Jersey City, N. J. 
GENTLEMEN: AS a part of a routine audit currently in process on all of our 
group insurance policies, we have entered below the premium payments received 
on the above policy for the years indicated, opposite the months to which the 
premium payments apply. Would you please verify this information and advise 
us of any discrepancies between our records and yours. 














| Corrected figures | Corrected figures 

Premium for month of— Premium for month of— 
Year 1952, | Year 1953, Year 1952, | Year 1953, 

| amount amount | amount amour 
January - | $29, 175. 96 $36, 116.32 || August ad a $31, 814. 06 
February wnacsacel 20,311.81 236,133.98 September- - _..| 32,063. 61 38, 
March- doe .| 29,831.92 | 36,150.24 October ___. e | 32,270.38 38, 745. 1 
April_- | 29,347.08 | 35, 505. 76 November-_- | 33,061.81 38, 541. 60 
May.-.-. sulaiddashieatae 29, 311. 43 26, Gi. 70 th SPOONNer... . 5c neus 35, 649. 92 42, 781. 6 
ah a 30, 038. 69 36, 158. 72 | ——————_ | ——_—_ 
TO is as ay 31, 193. 75 | 38, 041. 28 | Total for year _.| 373,070.04 | 487, 684. 80 





A stamped self-addressed envelope is enclosed for your reply. 
Your cooperation is greatly appreciated. 
Very truly yours, 
PAvL H. RInKEpr, Vice President. 
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Exuisit 114-B 


CONTINENTAL ASSURANCE Co., 
Chicago, 1ll., January 3, 1955 
Re G—1S809 


Mr. JOHN J. CONLIN, 
Trucking Employes of North Jersey Welfare Fund, 
Jersey City, N.d. 

DEAR Mr. CONLIN: We have for some time been attempting to make an audit 
on all of our group insurance policies. As a part of this audit, we have entered 
on the attached sheet the premium payments received on your policy for the 
years indicated. Previous requests for verification of these figures have not 
been answered. It is perhaps possible that a request has been misplaced in your 
office. 

It would be greatly appreciated if you would inform us at your earliest con 
venience as to the correctness of the figures shown by our records. Any com- 
ments regarding discrepancies may be made on a copy of the letter which is in 
duplicate for your convenience. A stamped self-addressed envelope is enclosed 
for your reply. 

Sincerely yours, 
LINCOLN C. CocHEU, 
Administrative Assistant 





ExHIsitT 114—-C 


Trucking employees of North Jersey Welfare Fund 


ve. 952 "es O53 , 59 ear 
Premium for month of— a yin Premium for month of Y os a a . a ned 7 
snuary _. , | $29, 175. 96 $36, 116.32 | October-- ‘ $32, 270. 38 $38, 745. 12 
POR a kctcnmwain | 29,311.43 36, 133.28 | November_.__.- 33, 061. 81 38, 541. 60 
MR enccnkacen anal 29,831.92 | 36,150.24 | December as 35, 649. 92 42, 781. 60 
TE isi edisirepecesacd Cae | 29,347.08 35, 505.76 | Adjustment - 38, 134. 56 
NEB oe scans so ote 29,311.43 | 34, 657.76 | 
FOOD vncinccannchnctdaed wel | 30,038.69 | 36, 158. 72 | Total for year -- 373, 070. 04 487, 684. 80 
July. ss narth in Goto ibdedai sit deen td 31,193.75 | 38,041.28 | Total, 1952-53- | 860, 754. 84 
RNG i dnaruccosnninescnl (See 38, 092.16 | Supplied figures -__- 376, 088. 92 | | 484, 665. 92 
September_........------] 32,063.61 38, 626. 40 Total, 1952-53 _- | 860, 754. 84 


The supplied figures above are correct.—Marvin Zalk, Administrator. 


EXxurisit 115 


CONTINENTAL ASSURANCE Co., 
Chicago, Ill., October 18, 1954. 
Re G-1588, GA-1695. 
SHEET METAL WORKERS WELFARE F'unD No. 13, 
Jersey City, N. J. 

GENTLEMEN: As a part of a routine audit currently in process on all of our 
group insurance policies, we have entered below the premium payments received 
on the above policy for the years indicated, opposite the months to which the 
premium payments apply. Would you please verify this information and advise 
us Of any discrepancies between our records and yours. 
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Year 1952 Year 1953 
Premium for month of 
Continental Our figures Continental Our figure 
figur figures 
Januar $4, 957. 50 $4, 963.3 $4, 666. 66 $4, 641.4 
report YQ HO 4 435. 4? 5. 760.28 ) ss é 
Febru 4 31 2 Ds f 2 9 815.4 
Marct 4,917.84 4, 919 , 941. 52 

April 5, 010. 38 5, O16. 51 6, 020. 32 7, 907. 38 
May 4 TOR. RH 4+. 800. 42 5. 925. 76 5 GOT. OT 
June 1, 937. 67 +, O40. 63 6, 591. 20 6. 591. 91 
July 5, O03. 77 10H, 22 6, 651. 12 6, 655, 2s 
August $, 004. 62 +, 403. 60 6, 385. 76 6, 382. 39 
Septem her 4. 732. 76 4. 732. 73 6. 556. 96 6, 554. 7 
Octob« 030. 21 (128. O4 6, 531. 28 6, 532. 02 
N em be tf { 7. 336. 35 7. 342. 58 
' 4 8 Hi) $89 7 4 13 7 451.48 

‘ ), 232. 2 ; { S18. 64 75, 822 


A stamped self-addressed envelope is enclosed for your reply. 
Your cooperation is greatly appreciated. 
Very truly yours, 
PAuL H. RINKER, Vice President. 


The above figures are in agreement with those shown in our records except 
those shown on the above table. Please advise further 
Authorized signature: 
BERNARD TONSER, CPA. 


EXHIBIT 116 


CONTINENTAL ASSURANCE Co., 
Chicago. Ill... October 25,195 }. 
Re G—1500, GA-1396. 
TrI-COUNTY WELFARE FUND, 
Jerse 7] ( ity, N.d. 

GENTLEMEN: AS a part of a routine audit currently in process on all of our 
group insurance policies, we have entered below the premium payments received 
on the above policy for the years indicated, opposite the months to which the 
premium payments apply. Would you please verify this information and advise 
us of any discrepancies between our records and yours. 





Corrected figures Corrected figures 
mont! Premiun 101 ) 
Year 1952, Year 1953, Year 1952, | Year 195. 
n nt amount ymount :mount 
Januar $6, 334. 57 $7,040.14 August $5, 118. 40 $7, 889. 4 
Februar 9 8 6, 678. 48 September - 5, 253. 58 8, 511. 77 
March. 5 RR 6, 850. 22 October __. 5, 475. 68 8, 619. 94 
April 5, 737 7, 224. 40 November 6, 524. 76 8, 474. 06 
May... 5, 250. 68 7, 087. 38 December. 6, 448. 48 8, 527. 30 
June. 5, 288. 96 7, 566. 42 : - -— 
Ue Siicticcbisd . _ 5, 255. 22 7, 865. 46 | Total for year 68, 015. 04 92, 234. 07 


A stamped self-addressed envelope is enclosed for your reply. 
Your cooperation is greatly appreciated. 
Very truly yours, 
Paut H. RINKER, Vice President. 


The above figures are in agreement with those shown in our records except 
those shown on the reverse side. 
Authorized signature: 
MARGARET STROBEL, Secretary. 
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EXHIBIT 117 


CONTINENTAL ASSURANCE CO., 
Chicago, Ill., October 26, 1954. 
Re G—1804, GA-1658. 
RETAIL WOMEN’S APPAREL LOCAL No. 1125, WELFARE FUND, 
New York, N. Y. 

GENTLEMEN: As a part of a routine audit currently in process on all of our 
group insurance policies, we have entered below the premium payments received 
on the above policy for the years indicated, opposite the months to which the 
premium payments apply. Would you please verify this information and advise 
us of any discrepancies between our records and yours. 





Corrected figures Corrected figures 

Premium for month of Premium for mont! 

Year 1952, Year 1953, Year 1952, Year 1953, 

amount 1mount mount smount 
FONT. cmetini mal hhaite wun $3, 967. 91 $4, 185. 48 August ; $3, 998. 71 $3, 545. 61 
February 4,129. 61 4, 057. 66 September 4, 122. 94 13, 510.10 
March ae 4, 167. 57 3, 900. 00 October 4, 161 l 4, 507. SS 
Oa ae 4, 225. 86 3, 901. 16 November 4 204.73 3, 652. 64 
May 4,195. 06 3, 981. 43 December . 4, 230. 91 3, 778. 92 
June a ae 4, 109, 59 3, 882. 87 — = 7 
SO nk iret ear iid 4, 089. 57 3, 612. 6 Total for year__..... 49, 604.07 45, 516. 44 


1 Corrected to $3,510.19. 


A stamped self-addressed envelope is enclosed for your reply. 
Your cooperation is greatly appreciated. 
Very truly yours, 
Pau H. RINKER, 
Vice President. 


Che above figures are in agreement with those shown in our records except 
that shown above. 
Authorized signature: 
Cyp BLUN, 
Office Manager. 


EXxHIBitT 118-A 
OcToBER 22, 1954. 
Mr. C. J. SIMONS, 
Newark, N. J. 

DEAR CHARLEY: Paul asked me to send you a list of the companies who had 
not replied to our audit letters concerning premiums for 1952 and 1953. On the 
enclosed list you will note the largest group has not replied even after a followup 
letter. The others have replied to our followup and advised either that the 
original letter had not been received or that it had been lost and we have just 
recently sent additional copies on all of those cases. 

Your cooperation in obtaining answers to our audit letters will be appreciated. 

Yours very truly, 
RUSSELL P. INSKEEP, 
Manager, Group Statistical Division. 


ExHIsIT 118-B 
No Reprty REcEIVED To Aubir LETTER 


Affiliated Truckers Trustee Fund, Inc. 

Inland Terminal Workers Welfare Fund, Inc. 

Insurance Welfare Fund, Brotherhood of Painters of Queens County 
Retail Women’s Apparel Local No. 1125, Welfare Fund 

Local No. 560, Salesmen and Mechanics Division Welfare Fund 

Tri County Welfare Fund, Inc. 
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Trucking Employees of North Jersey Welfare Fund 
Trucking Bmployees of Passaic and Bergen Counties Welfare Fund 
Bobbink and Atkins and Bobbink Nurseries 
Conmar Products Corp. and Conmar Sales Corp. 
Conte Roofing Co. and Conte Sales Affiliated Co. 
Fahy and Nagle Esso Service Station 

Gallo Wine Sales of New Jersey Inc. 

M. J. Johnson Aircraft 

Maurice Silvers, Inc. 

Metal Polishers Union Local No. 8 Welfare Fund New Jersey 
Novelty Shawl Co., Inc. 

Real Weaving Co. 

Straight Steel Mill Association 

Art Weave Mills, Inc. 

Bakers Mutual Cooperative Association 

Bennat Weavers 

Jacquard Novelty Corp. 

Madison Silk 

Regal Ribbon 

Shulman and Sons Express 

Silkar Studios 

Superior Stencil Service 

Weave Well Textile Mills 

Manufacturing Jewelers Workers Trust Fund 


REPLIED TO FOLLOWUP AND ADVISED THAT ORIGINAL LETTER WAS LosT OR NEVER 
RECEIVED 


Sheet Metal Workers Welfare Fund No. 13 
Isringhous 

Rosen Silk Mills 

Malda Mills 

Plastics Helpers International Union Local No. 30 
East-West Loading 

Gould Woven Label 


ExHIsBIT 118-C 
DECEMBER 13, 1954. 
Re Routine audit. 
Mr. WM. LARGEY, 
Group Department, C.J. Simons Corp., 
Newark, N. J. 

DeEAR Brit: Thanks for your letter of December 7. 

I am enclosing an up-to-date list of your policyholders who have not returned 
the routine audit list to us. At the present time about 85 percent of your policy- 
holders have replied to your letter, so I am sure that we will hear from the rest 
of them within the next month, at least I hope so. 

Sincerely yours, 
DEWEY P. JEANNETTE, 
Assistant Supervisor, Premium Accounting Unit, 
Group Records and Administration Section. 





Exursit 118—-D 
No ReEpty RECEIVED To AuDIT LETTER 


Affiliated Truckers Trustee Fund, Inc. 

Inland Terminal Workers Welfare Fund, Inc. 
Insurance Welfare Fund, Brotherhood of Painters of Queens County 
Local No. 560, Salesmen and Mechanics Division Welfare Fund 
Trucking Employees of North Jersey Welfare Fund 

Trucking Employees of Passaic and Bergen Counties Welfare Fund 
Conmar Products Corp. and Conmar Sales Corp. 

Conte Roofing Co. and Conte Sales Affiliated Co. 
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AND 





Gallo Wine Sales of New Jersey, Inc. 

Maurice Silvers, Inc. 

Metal Polishers Union Local No. 8 welfare fund New Jersey 

Novelty Shawl Co., Inc. 

Real Weaving Co. 

Straight Steel Mill Association 

Bennet Weavers 

Madison Silk 

Shulman & Sons Express 

Manufacturing Jewelers Workers Trust Fund 

Isringhous 

Rosen Silk Mills 

Mr. Correr. This settlement gave C. J. Simons credit for the com- 
missions on these embezzled premiums, credit for contingent bonuses 
on the embezzled premiums, and administrative fees, is that correct? 

Mr. Rinker. Yes, sir, that is correct. 

Mr. Correr. I don’t want to characterize it, but doesn’t that appear 
to be a rather kindly settlement, or handling the settlement of em- 
bezzled money in a rather kindly manner? 

Mr. Rrnxer. It was a contractual settlement, shall we say. By 
contract we were obliged to pay those fees to Simons on premiums paid 
(oO us, proper premiums. 

Mr. Correr. You mean you were bound to pay them commissions 
and administrative fees on the premiums that they had embezzled 
from you? 

Senator Atiorr. May I interrupt you there? Mr. Cotter, it appears 
to me that in such an instance, if these people, regardless of whether 
they reported this or not, but at any rate, solely aside from any crimi- 
nal phase of it, they had a legal, civil situation in which they had 
agreed, as I understand it—and will you correct me if this is not right, 
Mr. Rinker—you had an agreement—whether we agree with your 
policies or not doesn’t make any difference—to pay them certain com- 
missions and certain fees, is that correct 

Mr. Rinxer. That is correct. 

Senator Atiorr. So, Mr. Cotter, would not it have been true that if, 
having accepted these premiums which had been withheld by Mr. 
Croland and on which they had, in fact, negotiated an agreement 
with Simons Corp. for the payment of these commissions and fees, 
they had extracted from them a concession beyond what their legal 
obligation to Simons Corp. was, they would, in effect, be guilty of 
blackmail? I can put no other interpretation on it, and I personally 
want to just put that in the record, because I think that if they had 
pursued any other course in dealing particularly with Croland, who 
was in this Simons Corp. at that time, the y might easily have been 
guilty of extracting money from Simons in return for a failure to 
prosecute and they certainly would have placed themselves in a posi- 
tion in which I don’t think they would want to put themselves. 

Mr. Correr. I may be wrong, Senator, but it was my thought that 
as Simons and Croland were the agents of Continental Assurance and 
embezzled money, as agents, which was entrusted to them to pass on 
to Continental, that embezzled money took on a character at the mo- 
ment it was embezzled. It was bad faith on the part of the agent 
and certainly the total amount then was recoverable. 

Senator Atrorr. That, I agree, is true, Mr. Cotter. They had : 
right to recover that, and if they accepted it, whether or not they beet 

to the district attorney or the insurance department, they then became 
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obligated under their legal obligations to the agency, and if they had 
forced a different kind of a deal, they might well have put themselves 
in the position of blackmailing Croland. Now, I can’t help but look 
at it that way. 

Mr. Correrr. I may be wrong, but it would seem to me that the bad 
faith of the agency, embezzling money in the first instance, legally 
would disbar them from any contractual rights they might have. 

Senator Art.orr. That would have depended perhaps on their 
contract. There is no question but that under these circumstances 
they could have canceled out that agency on a moment’s notice, but 
it would depend upon their contract somewhat. 

I would like to ask these gentlemen 1 or 2 questions. Would it 
contribute anything to distinguish very briefly at this point between 


a general agent and the powers that a general agent has and an agent 


in the—— 


Mr. Rinxer. I would rather that Mr. Townsend, who is more 
familiar with those agency contracts, answer that. Do you mind? 

Mr. Townsenp. No, not at all. 

A general agent has much broader powers than what we might call 
a soliciting agent. 

Continental Assurance Co. is on what we call a general agency 
system. We operate primarily through general agencies. As such, 
we allow them in broad general agency contracts to subcontract 
with so-called soliciting agents, or brokers. The contract then that 
they have with the soliciting agent or broker, although it may be 
approved by the company, is still just between the general agent 
and the broker, or the soliciting agent, shall we say, as distinguished 
from the general agent. 

Senator AtLorr. Now, Mr. Rinker, it is a fact, however, that after 
you discovered this, and after you made your adjustment you kept up 
your general agency with Simons Co. ? 

Mr. Rinker. Yes, sir. 

Senator Atxorr. You said you still have confidence in Mr. Simons? 

Mr. Rinker. Yes, sir. 

Senator Atxorr. And that presupposes, as I understand from your 
testimony, that you don’t think that he had any part in this par- 
ticular activity ? 

Mr. Rinxer. That is what I believe. 

Senator Atxiorr. Now, however, you know, or you should from 
Mr. Suss’ testimony, that apparently Mr. Croland still has a financial 
if not an actual active participation in that agency; is that correct ? 

Mr. Rinxer. Yes; that is correct. 

Senator Attorr. And that was expressed as being 50 percent, which 
means that Mr. Croland’s voice in that agency is still equal to Mr. 
Simons’. Now, by what means do you justify your continuing to do 
business with that agency, when you know that those are the cir- 
cumstances ? 

Mr. Rrinxer. Senator, that is a very good question. I would like 
to tell you what action we have taken and we have, incidentally, 
advised the New York department of our action in that respect. 
We have demanded that William Croland sever all relationship with 
C. J. Simons Corp. as an employee, as an officer, as a stockholder. As 
an employee and as an officer, those two objectives have been attained. 
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The matter of the stock ownership is something that is in proces 
and is, I think, something that Mr. Simons is trying to arrange now 
and has been in the process of trying to arrange, and I am sure will 
be consummated just as soon as possible, since it is a requirement. 
At the moment actually we are doing business, or we still have a gen 
eral agency, with a corporation in which Mr. Croland as of today still 
has a stock interest, but it is rapidly, as quickly as possible— and 
Simons has been instructed to change that picture. 

Senator ALLorr. Now, one other question, and this could well have 
been asked of any other insurance company as yourself—I mean any 
insurance company that we have investigated here. In the operation 
of a group plan, given a particular X-group that you are doing busi 
ness with, which we will say contains 1,000 employees, vou insure 
only 1,000 employees. You don’t insure John Smith, Bill Jones, Kd 
Blankenschmidt, and so forth; do you? You insure a given number 
of employees for certain coverages ? 

Mr. Rinker. Well, Senator, there are many cases—most cases ot 
ours—where we actually have records of the individuals insured. 

Senator AtLorr. You do have? 

Mr. Rinker. Yes. In every case of employer-emplovee relation 
ship, we may have records. 

Senator Anxorr. If that is the situation, where is this entire system 
falling down, as it did in this particular instance and as it did in the 
case of the laundry workers with Louis Saperstein, where a man is 
able to extract a part of the premiums and only report so many people 
covered in a given period? What, from a legislative standpoint, and 
from your standpoint as an insurance man, can we do to stop the 
possibility of that practice in the future? Because it happened under 
your very nose. 

Mr. Rinxer. That isright. Iam not sure I know all of the answers, 
certainly, but I do feel this way about it. We have this kind of a 
strange beast in the midst of our insurance business. 

Management and labor negotiate for some sort of fringe benefit: 
at, let’s say, 10 cents an hour, hypothetically. They also arrange with 
mutually agreed-upon trustees that the 10 cents an hour be paid into 
i fund. ‘Those trustees, who incidentally present us with the trust 
agreement which we study, become policyholders of ours, and agree to 
pay the required amount—maybe 614 cents—in order to buy certain 
benefits wanted by these people, these policyholders. 

It seems to me that there is a great need for very careful supervision 
of the 10 cents an hour for every Joe that paid it in a sense out of 
his salary intoa fund. How that is to be accomplished, I am not sure, 
Senator. 

Strangely enough, as I say, this odd animal that we have in our 
midst is not like the normal employer-employee case where the indi 
vidual is insured. You have an individual name in the insurer’s files 
in every one of those instances. You don’t have it here. I would 
think there ought to be some way, frankly, and some place, where 
records were kept, month by month, of every individual that was 
entitled to insurance and some proper audit made of funds in such 
a manner that we knew exactly whom each employer reported for 
the month of June 1955 and who were the people so insured. Other 
than that, I don’t see how you can properly police it, nor anyone 
can. 
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Senator Dovetas. Senator Allott, I would like to recess the morn- 
ing hearing in a minute or two. I wonder if you would allow Mr. 
Cotter to ask one question. 

Senator Atxorr. Surely. 

Mr. Correr. It may be pertinent at this time for this reason, Sen- 
ator. We noticed that 1 of the 13 cases in which embezzlement 
occurred was the Clipper Diamond Tool Co., of New York City,’ 
which is not a Taft-Hartley type fund, but in which I understand the 
employer is the policyholder. 

Mr. Rrnxer. Yes, sir. 

Mr. Correr. Can you offer any explanation as to why that was? 
It was a small fund, but an embezzlement was made from the premium 
of that fund. 

Mr. Rinxer. I would like to have Mr. Inskeep get out the record 
on that, Mr. Cotter. 

Mr. Inskeep. We were not asked to bring the record on Clipper 
Diamond, but—— 

Mr. Rinker. Do you know any of the facts ? 

Mr. Inskeep. I think I recall broadly what the facts were on it. 
It had formerly been part-of a trust fund, where the premium had 
been paid at a flat amount per individual, and when it was withdrawn 
from the fund, and a separate contract issued as far as our records 
were concerned, it was billed in the usual way at so much per unit 
for each type of coverage, and we received premium statements show- 
ing the number of individuals, the amount of insurance, the rate and 
the amount of premium produced, but the fund, or the Clipper Dia- 
mond Co., evidently continued to pay the flat amount per man, and 
that was not the exact amount reported to us. Sometimes it was 
over, and sometimes it was under, the amount paid to us. 

Mr. Correr. But here is a company that is carrying the coverage 
for itsemployees. Do you recall whether it was wholly contributed by 
the employer ? 

Mr. Inskrer. No, I don’t recall. 

Mr. Correr. In any event, the employer was handling the money. 
and unknown to him, I assume, a part of the premium was being 
embezzled. 

Senator Dovueias. He was paying his contributions to the Simons 
Corp. ? 

Mr. Inskeep. Yes. 

Senator Doveras. The Simons Corp. did not pass it all on to you? 

Mr. Inskeep. I don’t recall what the differences were, whether we 
received more or less than the amount the employer paid. 

Mr. Correr. Maybe we can develop more information on that when 
we get Mr. Simons and Mr. Croland on the stand. 

Senator Dovcias. Yes. Gentlemen, it is nearly 1 o’clock. We will 
recess until 2 o’clock, when the same gentlemen will please come back 
and take the witness stand. 

(Whereupon, at 1 p. m., the hearing was recessed until 2 p. m.) 


1 See pp. 1328-1331, supra. 
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AFTERNOON SESSION 


(The subcommittee reconvened at 2:30 p. m., Senator Paul H. 
Douglas presiding.) 

Senator Dovetas. The committee will come to order. I apologize to 
lhe witnesses for our delay. There have been some executive mat 

ters that we had to take up. 

I understand that the attorney for Mr. Croland has requested that 
he present witnesses be temporarily excused so that Mr. Croland 
ight take the stand. The attorney says he has a lecture which he 

as to give. 

We like to be very accommodating, but we think we will finish the 
‘Xamination in not too long a time, so we prefer to continue with thi 

cross-examination and we hope that we will conclude in time for you 
to get away, but we can’t promise. ‘The witnesses have all been sworn 

Mr. Correr. Mr. Chairman, I think Senator Allott was sara 
hefore the recess. 

Senator Anxorr. I think I have concluded with that. but I have 
this one further question, Mr. Rinker. What would you consider fain 
compensation in percentage of premiums for the h: indling of claims 

i a group case, based upon vour re agg! in your company # 

Mr. Rinker. I would say, Senator, 1 to 2 percent. A great deal 
depends, I should say, on the size of the case. If for instance, you had 
a small case—100 lives—then it is more a consideration of the dolla 

Now, I say that for this reason: the handling of claims certain 
takes some clerical help, and it would seem to me that if 1 or 2 percent 
amounted to, say, $200 a year, it would be a pretty small fee. Never 
theless, to answer your question directly, I must say that I think some- 
thing in the neighborhood of 1 percent is proper compensation usually 
for a normal claim-handling job. 

Senator Atnorr. That is 1 percent of premiums, [ was thinking of. 
Mr. Rinxer. Yes. 

Senator Attorr. The reason I asked is that we had a case here 
yesterday in which a man was attempting to justify a fee of 10 percent 
plus for those services, and I realize that the experience would vary 
trom policy to policy. Would you care to comment upon how far that 
might be out of line? Do you still stick to your 1 or 2 percent as a 
liaximum ? 

Mr. Rrnxer. Of course there are all sorts of claims—accident and 
ealth, that is, loss of time claims, hospitalization, surgical, medical 

reimbursement sometimes takes more investigation and more clerica!| 
time than, for instance, the investigation of a life policy. I don't 
believe there is any reason to pay a percentage on life-insurance han 
dling. There are not enough of them by number but, on the other 
hand, I certainly believe 10 percent—you mean for claim handling? 

Senator Atxorr. Yes. 

Mr. Rivxer. I don’t know whom I am criticizing, but I know if any- 
one came to us, and I am not trying to be holier than thou, with such 
in arrangement, I am afraid I would object strongly. 

Senator Atiorr. Well now, in this particular ease, isn’t that in 
etleet what you are doing with C. J. Simons Corp. ? 

Mr. Rrvxer. Perhaps I should say this: that we are probably pay : gr 
Simons Corp. for complete administration, which is not only the 
handling of claims. That covers billing, handling of certain cases 
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selling the accounts—whatever service functions are normally re- 
quired. Actually, for that self-administration, we are paying the 
Simons Corp. 4 percent. I don’t know as I understand your 10 per- 
cent. 

Senator ALLotr. Does that 4 percent include the handling of claims ? 

Mr. Rinker. Yes, sir. 

Senator At.Lorr. That would also include the billing in each case, 
the handling of the policy, whatever records had to be kept with re- 
spect to the persons or the number of persons covered ? 

Mr. Rinxer. Generally speaking, I would say yes. 

Senator Atnorr. And where the identity of the persons covered is 
kept, or would that be in your office ? 

Mr. Rrinxer. No—— 

Senator Atxorr. In other words, let’s spell out exactly what this 
means when you say general administration. 

Mr. Rinxer. Self-administration or general administration. We 
have two kinds of accounts, really. We “have employer-employee ac- 
counts and we have, for instance, Mr. Simons’ office, that handle self- 
administration. 

Now, where we have a self-administered account in an employer- 
employee case, that doesn’t necessarily mean that on that kind of 
business we keep records in our office also. It means that the client 
keeps in his office records available to us for study, for age recalcula- 
tion, for any reason that we might think it proper to make an audit. 

Senator Atxorr. You say your client. You mean the person insured 
or the people placing the insurance ? 

Mr. Rrvxer. I mean the policyholder. 

Senator Atuorr. That doesn’t mean that the agent would keep those 
records ? 

Mr. Rrvxer. Not necessarily. In Mr. Simons’ case, however, he does 
keep those records. He maintains all records that we otherwise would 
have maintained either in our office or in the policyholder’s office in 
an employer-employee kind of aproach, as I said. 

Senator Atiorr. There was an attempt made yesterday afternoon, I 
believe—and I don’t think you need worry about your answer because 
I just want your honest opinion—to indicate that this 10 percent plus 
fee was justified on the basis that this man attempted to show that a 
great many of these cases involved malingering, and so forth. Ac- 
tually, haven’t you found within your insurance experience—and I am 
speaking about health and sickness and accident in this thing, not 
life—most claims are pretty cold-cut, dried out, pretty clear, and there 
is not much room for dispute, i is there? In other words, they don’t re- 
quire a lot of processing or a lot of investigation, or a lot of study? 

Mr. Rinxer. I would. say that is correct. They do not. 

Senator Attorr. What percentage of those claims—still in this 
same category—would you classify as requiring study, reinvestiga- 
tion, and perhaps finally arbitration, or compromise or settlement, or 
something like that? What percentage of the claims, not the amounts, 
but the claims? 

Mr. Rryxer. Relatively a very small percentage, I would say. 
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Senator ALtLorr. Probably less than 2 to 3 percent ? 

Mr. Rinker. Five percent certainly would take care of it. 

Senator ALLorT. Th ank you. 

Mr. Rinker. Group coverage is kind of a blanket coverage, as I am 
sure you realize. 

Mr. Correr. Mr. Rinker, we were talking, or you were talking about 
commissions. ‘There are just a couple of ex: imples which seem to be a 
fairly consistent practice with your company, at cm t with respect to 
the Simons business and maybe confined to that, but we are not able 
to say that from our examination. 

One case is where you paid a 4-percent administration fee to the 
Simons Corp., in addition to their commissions, and retroactive com- 
missions, and a 6 percent administration fee to the trustee of the fund. 
Now, that is 10 percent right there for administration, and to tie this 
down to the fund, it is the Metal Polishers Local Union No. 8 Welfare 
Fund, New York City. 

Mr. Rrvxer. Shall I comment ? 

Mr. Correr. Yes. 

Mr. Rinxer. The trustees, of course, to the best of our knowledge, 
were the recipients of that administration fee. I mean by the 
trustees—this is a little hard to speak of coherently. We found cer- 
tain cases, a half dozen or so, where the trustees wanted, rather than 
experience rating credit, to have a 6-percent administration fee paid to 
the trustees, which was done through the C. J. Simons Corp. 

To us it meant this: the trustees, after all, qualified as a proper 
policyholder of ours. Whether or not those trustees received the re- 
turns that we declared based on experience as so-called dividends, « 
whether they chose to take part of that as administration fee, is I think 
your question, and one which we didn’t think was within our scope. 
In other words, they chose to take, say, out of 18 percent return, 6 per- 
cent labeled as self-administration fee, and 12 percent return, rather 
than just 18 percent. 

Mr. Correr. You wouldn’t load the premium to take care of this? 

Mr. Rrnxer. Load the premium ? 

Mr. Correr. Yes. ; 

Mr. Rrnxer. No, sir; we wouldn’t load the premium. It would di- 
minish the return. It would be receiv ing by the trustees two segments 
of return, one labeled self-administration fee, the other, retroactive 
rate credit. 

Mr. Correr. You couldn’t give them as low a rate, could you? 

Mr. Rrnxer. I don’t think I understand that. Do you mean pre- 
mium rate, policy rate ? 

Mr. Correr. Yes. This money has got to come from somewhere, 
and it was my thought that you couldn’t indefinitely keep loading on 
fees and charges, and still cover your own costs and your insurance 
coverage, without loading the premium to such and such a percentage 
to take care of it. 

Mr. Rinxer. Well, sir, we did not load the premium. I will state 
that factually. I will say this—— 
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Mr. Correr. It may be a matter of how you put it, but in effect 
doesn’t that actually have to occur? I don’t know. I am asking. 

Mr. Rinker. No. Asa matter of fact, what actually occurs is this: 
the policyholder, the trustees, let’s say, get in a se nse—and this, again, 
is merely illustrative—6 and 12 percent, rather than an 18 percent 
retroactive credit. 

Now, obviously if the experience got to the point where our home 
office costs, plus this 6 erent in other words, if there wasn’t enough 

rating credit to cover that—you can be sure we are going to question it. 
and raise rates or reduce the fees. There would be no rating credit. 
In effect, I guess you would say more premium would be required, yes. 

Mr. Corrrr. Let me ask you this: just how much charges by way 
of commissions and administrative fees can ne welfare funds, or 
these group employee insurance funds, stand or how much should 
they stand from these practices? 

Mr. Rinxer. Of course, our costs as a company vary according to 
the size of the case. You cannot handle 100 lives as you would 1,000 
lives or 10,000 lives. The premium rates that we charge assume that 
there will be a 65 to 70 percent loss ratio. Obv iously, if premiums 
permit that: size loss ratio, the residue, the 30 or 35 percent, remains 
to cover company costs and provide any rating credits that might be 
due a policyholder. 

I think as a matter of company policy, if the trustees, who are our 
policyholders and who have proven their worth, wish to receive 6 per- 
cent labeled in one way, whereas the rest of it is labeled something else, 
it is their prerogative to ask for it in that way. 

I am personally against, and I speak to company policy, high fees, 
and administration costs that aren’t warranted. 

Mr. Correr. Isn’t it a little bit more sinister than that? 

Senator Doveras. Well, wait a minute. I think I will suggest you 
use another word than “sinister.” 

Mr. Correr. That is what I meant. 

Senator Dovetas. You meant sinister ? 

Mr. Correr. Yes. 

Senator Dove.as. All right. 

Mr. Correr. We had some companies in here the other day where 
we had made a field examination, which showed a rather genera] 
practice of high commissions and high service fees, administrative 
fees, and so forth. 

You and another company were lucky enough to be accidentally 
chosen. It was pure accident that we went in and made a more de- 

tailed study and field inquiry in the case of your company and Wash- 

ington National to see what was really the situation in these cases 
where these high fees and commissions existed. It seems to us that 
our investigation developed a rather sordid picture, and the question 
I wanted to ask you was whether by agreeing to these fees and com- 
missions and by paying these fees and commissions, you don’t share in 
the culpability of these practices? And I am not speaking of your 
company alone, but I am speaking of the situation generally as it 
applies to your company. 

Mr. Rinker. That is a hard question to answer. I think undoubt- 
edly the payment of high fees—I must say this, that in all our group 
dealings, Continental Assurance Co. has tried to be most aware of the 
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payment of any kind of fees which would be to the moral detriment of 
any situation. We paid fees only where we felt there was value in our 
judgment for the payment of those fees. 

Frankly, insofar as this administration fee of 6 percent you speak 
of, that doesn’t concern us too much, because we believe that the trus 
tees have only accepted that under a different label. Now 

Mr. Correr. Are you sure the trustee who is getting that 6 percent Is 
doing any work for it ¢ 

Mr. Rrvxer. No, sir. 

Mr. Correr. Did you ever make an investigation to determine 
whether any of these trustees are doing any work for it’ And I 
not saying some of them aren't. 

Mr. Townsenp. Could I volunteer something on that score ¢ 

Mr. Correr. Yes. 

Mr. Townsenp. It really doesn’t make any difference to us because 

the 6 percent belongs to the trustees whether we pay it to them as a 
administrative fee, or as a retroactive rate credit. Whether they do 
uny work or not—— 

Mr. Correr. Wait a second. They are trustees. None of thy 
money belongs to them. 

Mr. Townsenp. All of the money belongs to them. 

Mr. Correr. It belongs to the e mploye es. That is why we are hay 

ng this investigation. 

Mr. ‘Townsenp. The trustees are our policyholders and as such they 
represent the employees. They have full authority to do with thes 
funds as they so please under the trust agreement. As such, we dea! 


with them in all good faith, and as such must pay them all retroactis 
rate credits, for example. If they ask us to return some of this money 
as an allowance or fee, whatever you want to call it, rather than a 


retroactive rate credit, we are stil 
the trustees. 

Mr. Correr. In the case yesterday, we didn’t have any embezzle 
ments but were able to show a series of high fees and generally who is 
getting them, and generally who was doing nothing for them. You 
one situation here is sort of oversh: adowing the general picture whic! 
we have developed with respect to these legal, if you wish, administra 
tive fees. Nevertheless, we developed approximately the same pat 
tern in connection with these high fees in your case as we did in the 

ise yesterday, and if it is necessary we could take more time and put 
thal on. 

Mr. Townsenp. I am willing to differentiate between administra- 
tive fees and what we pay the trustees. We place them in the cate- 
gory. That is the 6 percent. We see nothing wrong with that be- 
cause that, again, is the payment back to the trustees, only in different 
form, 

Mr. Correr. Certainly there is no more justification if S pair 
to the trustee than if paid to John Doe, who has no connec sien offi. 
cially with the fund. There were a large number of fees paid by 
your agent, Simons, for example, to persons who weren't official 
trustees; is that correct, which money came out of these allowances 
for extra administration ? 

Mr. Townsenp. Well, do you mean the 6 percent ? 

Mr. Correr. Varying amounts. 

Mr. Townsenp. The 6 percent 

62033—56—pt. 3——34 


returning it to our policyholder, 
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Mr. Corrrer. Most often 6 percent. 

Mr. ‘Townsenb. The 6 percent as we understand it was payable to 
the trustees, you see. That was the plan. In other words, that 
was 

Mr. Correr. Do you know whether they were the trustees? Are 
they the trustees of record on the fund? 

Mr. Townsenp. Let’s put it another way. The 6 percent was es- 
tablished, as I understand, for the purpose of allowing the trustees, 
the policyholder, a rate discount, if you please, rather than a ret- 
roactive rate credit. 

Mr. Correr. There is nothing like that in your files. 

Mr. Townsenp. I think that the files will indicate that the 6 percent 
was an administrative allowance to the trustees and as long as we 
paid it to the trustees, who are policyholders, there would seem to be 
nothing wrong. 

Mr. Correr. In any case, did you pay that directly or did you pay 
it to Simons? 

Mr. Townsend. We paid it through Simons, I believe. 

Mr. Correr. Then you don’t have any firsthand knowledge as to 
who those people were? 

Mr. TownsEenD. Who those people were? 

Mr. Correr. Who got the 6 percent in each case. 

Mr. Townsenp. Our agreement with, of course, Simons was that 
this 6 percent would go to the trustees. Whether that was, in fact, 
turned over to them, we do not know. 

Mr. Correr. We noted one case, and it appears to be the Salesmen’s 
and Mechanics Welfare Fund, Jersey City, where there were two 
first-year commissions paid on the policy. The policy was rewritten, 
and another first-year commission was paid within a period of 2 
years. Are you familiar with that? 

Mr. Rrvxer. Yes; I know something of that case. As I under- 
stand it, there were new trustees appointed, there was a new trust 
agreement, in effect a new policy issued. 

“Mr. Correr. The group was the same; wasn’t it? Didn’t you charge 
the claims under the old policy to the new policy? 

Mr. Rrinxer. I would doubt that. 

Mr. Correr. In other words, you knew the relationship between the 
groups. 

Mr. Rrinxer. I think there was relationship between the groups; 
yes. 

Mr. Correr. Wasn’t that done to keep the business, or to retain the 
business ? 

Mr. Rrvxer. I am only expressing a thought now, but I certainly 
expect that the producer or some one must have decided that there 
was going to be a first-year commission paid on that case anyway, 
if not with us, it could be placed with some other carrier, and a first- 
year commission paid. 

Mr. Correr. And, therefore, it appeared to be worthwhile to you 
to pay new commissions again out of the fund in order to keep the 
business ? 

Mr. Rrnxer. It is not anything I approve of, I assure you. I am 
sure we objected very strongly. 

Mr. Correr. But it is something that your company did do? 


t 
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Mr. Rinker. | am reasonably sure, as you say, because I am familiar 
with some of the ideas about it, that in our judgment we found that 
4 is what we had to do; yes. 
4 Mr. Correr. Mr. Chairman, could we, in the interest of time, intro- 
3 duce the facts with respect to this case, and all similar cases, and the 
4 documents which we have, with the understanding that the Continen- 
tal Assurance Co. will be given an opportunity to correct the record 
before it is printed ¢ 
Senator Dovetas. The Chair will so rule. 
Mr. Rinker. What happened, Senator ¢ 
Senator Doueias. The photostatic copies of certain correspondence 
will be introduced in the record after you have checked them, so that 
there will be no question about the authenticity of the documents. 
Mr. Correr. And statements. 
Senator Auitorr. They would be permitted also to comment on it if 
they desire? 
Senator Doveuas. Certainly. 
(The documents referred to on the Salesmen’s and Mechanics’ Wel- 
fare Fund were marked “Exhibits 119 and 120,” and are as follows:) 





ExHIsiT 119 
May 14, 1952. 
Mr. FRANK MOORE, 
0. J. Simons Corp., Newark, N. J. 
Re Salesmen’s and Mechanics’ Welfare Department, Local 560. 

DEAR FRANK: I am enclosing an experience report for the two group policies 
issued under the above name. The loss ratio has been quite favorable on all 
coverages. We have figured the first year retention at 40 percent which means 
that they are entitled to a refund of $2,852.05. 

I am temporarily withholding the check as I understand that you want to 
discuss these cases and the sheet metal workers simultaneously because they are 
administered by the same trustees. 

Under separate cover I have explained why we are not ready to issue a final 
statement on the sheet metal workers. 

Of course, the check on this case will be issued immediately upon your request. 

Yours very truly, 


se 


hated ns 


RUSSELL P. INSKEEP, 
Manager, Group Statistical Division. 
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Exnursit 120 
APRIL 20, 1954. 


4 Mr. Frank Moore, 

3 C. J. Simons Corp., Newark, N. J. 

i Re Salesmen’s and Mechanics’ Welfare Fund, Local No. 560. 

Dear FRANK: I am enclosing an experience report on this group for the year 

: ending December 31, 1953. Although the experience was favorable we had first 

5 year commission costs to cover and our total retention comes to 40.7 percent. 

; This leaves us with a deficit of $1,275.01 as of January 1, 1954. 

, Yours very truly, 

‘ RUSSELL P. INSKEEP, 
Manager, Group Statistical Division. 

Mr. Townsenp. You said all similar cases? I believe this is an 

; isolated case, as I recall. 

j Mr. Correr. I was talking about cases, similar to the cases we 

; introduced yesterday, where fees were legally charged but went to 

i people who appeared to have no work in connection with the policy. 

: In other words, the accumulation of charges. 


BY icnsasctia dite 
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Now, do you have with you a communication dated June 21, 1954 
a memorandum—to Mr. John Beierle, from Mr. Russell Tnskeep re 
Chicago Freight Car & Parts Co., policies G-1595, GA, GAA, GH 
1485% That is at 228 North La Salle Street, Chicago, Il And 
would you read that for the record? 

Mr. Rinker. You are referring to me? Would you like me to read 
it? 

Mr. Correr. | think it is Mr. Inskeep’s memo, Maybe he should 
read it. 

Mr. Inskerr. This is to Mr. John Beierle. 

Mr. Correr. Who is he, Mr. Inskeep, for the record ? 

Mr. Inskerr. He is one of our field representatives who works on 
both sales and service with agents and with policyholders. 

As I explained to you in our conversation this morning, we probably should 
have paid rate credits on this case during the first 3 years, although in gen- 
eral 

Mr. Correr. By rate credits, vou mean dividends or refunds ¢ 

Mr. Inskeep. Retroactive rating credits. |Continuing:] 
we Were not paying rate credits on groups of less than $10,000 of yearly premium, 
We have, of course, been changing our thinking in the past 2 vears and since 
their experience has been quite favorable they are entitled to a refund. 

Another reason for our hesitancy in paying this refund is that several other 
steel groups of a similar size indicated that they did not wish to receive any 
refund, as the insurance had been purchased under an Agreement with the 
union and the employer was obligated to pay a certain specific amount for 
insurance. If any refund were obtained it would only be turned over to the 
union and the employer would not derive any savings from his own costs. 

I am enclosing experience reports for the first 3 years, together with a check 
for $2,739.83. It will be another week or 10 days before we have complete 
figures for the current year availaMe but on the basis of figures available to 
date it would appear that they have an additional refund of about $1,800 
coming. 

Mr. Correr. Is that a common attitude of employers? 

Mr. Inskeep. Not to the best of my knowledge. 

Mr. Correr. You said that there are a number of employers of : 
similar size that feel this way about it, namely. that they would r: on 
have the insurance company keep the money than pay a dividend or 
buy more insurance, which is certainly suggested. 

Mr. Inskeep. I believe we had 2, possib ‘ly 5 cases, where there was 
a small amount available that could have been refunded, but the em- 
ployers asked us to hold it in reserve, and it was held with the under- 
standing that, if the experience were bad in subsequent years, it might 
inake it possible for us to continue the insurance longer without requir- 
ing a rate increase. 

Mr. Correr. You didn’t say that in this memo, of course 4 

Mr. Inskeep. No, I didn’t, because I was writing to someone who 
was somewhat familiar with those cases. 

Mr. Corrrer. Do you feel that is a responsible position for an em- 
ployer to take that a dividend shouldn't be paid and that the insurance 
company should keep it? Do you have written agreements to the 
effect that what you withhold is to be used as a reserve? 

Mr. Inskeep. No. We don’t have written agreements that say we 
are going to refund anything in the first place. 
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Mr. Correr. You wouldn't have that, but when it appeared on its 
face that a refund was due, and you had gotten in touch with the 
‘company and they told you not to pay it, would there be any memo 
rs nae of record ? 

Mr. Inskeep. I couldn't say positively, but there might be. 

Mr. Correr. Can you name the cases that you were referring to in 
this memorandum ? 

Mr. Inskeep. No: I can't. 

Mr. Correr. Would you be able to find out what cases they are / 

Mr. Inskeep. I think I could by reviewing a certain number of files. 

Mr. Corrrer. And would you determine what the facts were in those 
cases and what memoranda, if any, there are as to the agreements, and 
furnish us with those ? 

Mr. Inskeer. I don’t hope to find very much in the files, but I may 
tind something for you. 

(The material referred to was later submitted and marked “Exhibits 
121-A to C.”’) 


Exuirert 121—A 


CONTINENTAL ASSURANCE CoO., 
Chicago, Ill., December 13, 1955. 
llon. Pau Hl. Dou@.as, 
Chairman, Subcommittee on Welfare and Pension Funds, 
United States Senate, Washington, D. C. 


Sir: At the hearings on December 1, when Mr. Rinker and I were witnesses, 
there were two items discussed—on which we were requested to furnish addi 
tional information. 

The following information is in response to the statement outlined on page 
1358 of the hearings of December 1, 1955: 

The subject was a statement made in the second paragraph of a letter written 
to Mr. Beierle by Mr. Inskeep on June 21, 1954, regarding Chicago Freight Car 
« Parts Co. We have searched our files on all of the other steel cases written 
hy our company and have not been able to find anything that would substantiate 
the opinion expressed in the June 21, 1954, letter. 

We are attaching photostatic copies of memoranda appearing in the files of 
the International Rolling Mill Products Corp. and Nikoh Tube Co. which evi- 
dently contributed somewhat to the opinion expressed in the June 21, 1954, 
etter. No other letters or memoranda even remotely referring to this subject 
ave been located. : 

The International Rolling Mill Products Co. case was issued April 26, 1950. 
Rate credits were allowed in each of the first 3 years and none of those rate 
credits were paid in cash. They were all applied on premiums due in the 
following policy years. Because of high loss ratios since April 1953 there have 
een no rate credits available. 

The Nikoh Tube Co. case was issued April 29, 1950, and a rate credit was 
allowed at the end of the first policy year. That rate credit was applied toward 
premiums due in the second policy year. Because of bad experience since April 
1951 there have been no further rate credits available. 

We would like to express our appreciation for the consideration given us when 
ve appeared at the hearings. We sincerely hope that we have been able to 
‘ontribute something of value to your cause. 

Yours very truly, 
RussELL P, INSKEEP, 
Vanager, Group Statistical Division. 
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ExHIBIT 121-B 
May 1, 1952. 
MEMORANDUM 
To: R. P. Inskeep, Statistical Department. 
From: A. E. Wayne, Sales Department. 
Re International Rolling Mills, G-1586, GAA, GA, GH-1474. 

In a discussion with the employer regarding the above-captioned group, we 
advised them that they would be eligible for a cash refund as a result of good 
claim experience. They have requested that any cash refund that they are 
entitled to be applied to the premium statement rather than providing them 
with a return by check. 

A. E. WAYNE. 


Exuisit 121-C 
May 1, 1952. 
MEMORANDUM 
To: R. P. Inskeep, Statistical Department. 
From: A. E. Wayne, Sales Department. 
Re Nikoh Tube Co., G-1573, GAA, GA, GH-1461. 

In a discussion with the employer regarding the above-captioned group, we 
advised them that they would be eligible for a cash refund as a result of good 
claim experience. They have requested that any cash refund that they are 
entitled to be applied to the premium statement rather than providing them 
with a return by check. 


A. E. WAYNE. 


Mr. Correr. Mr. Chairman, I don’t think we have introduced for 
the record the agreement that was entered into between the Simons 
Corp. and the Continental Assurance Co. to straighten out their finan- 
cial matters as a result of the $164,000 embezzlement. May that be 
entered in the record ? 

Senator Dovuctas. With the understanding that the company and 
Mr. Simons 

Mr. Correr. The record will speak for itself. 

Senator Doveras. It will be introduced, but the parties concerned 
will have a chance to supplement any or all testimony which they have 
given. 

Mr. Townsenp. What letter is that, or what agreement is that? 

Mr. Correr. I think we had better give the date of it to identify it. 
It is the letter dated November 3, 1954, to Mr. William Croland from 
Mr. Russell P. Inskeep, and a summary of premium adjustments is 
attached. Now, are there other papers that concern this agreement ? 

Mr. Townsenp. I don’t believe we would have that. Could we have 
a look at it ? 

Mr. Correr. Yes; it is on your subpena. 

(The letter and attachment referred to were marked “Exhibits 122— 
A and B.”) 

EXHIBIT 122-A 


NOVEMBER 3, 1954. 
Mr. WILLIAM CROLAND, 


C. J. Simons Corp., Newark, N. J. 


DEAR Brit: I am enclosing a statement showing the adjustments we made 
recently on some of your groups. The actual charges against your account went 
through on October 18 and October 28. The items shown on your account in 
most cases will Show that we charged you with the full amount of premium due 
and then credited you with the amount of commission and administration fee. 
In one instance—painters local—there was no commission involved, as the addi- 
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tional amount received is being held in suspense, and I understand is to be used 
at the rate of $125 a month to apply on future premiums. 

On the trucking employees of Passaic and Bergen Counties we made an error 
some time back when we charged back the administration fees that had been paid 
to you. After charging back administration fees for the entire policy year we 
discovered that we had only paid the fee to you during part of the year. There 
fore, the charge exceeded the amount you had received by $1,731.16. Credit for 
this amount was entered on your ledger the same date as the adjustment for past 
due premiums. Therefore, you will see a credit to your account of $2,152.38, 
although the amount of commission involved on the past due premium is only 
$421.22. 

On all of the items shown on the enclosed statement were entered on your 
regular ledger account and as of the 29th the total charge after deducting com- 
missions and administration fees, was transferred to a separate account, which 
is to be called the “C. J. Simons group advance account.” The total debit balance 
on this new account is $86,349.89. 

Yours very truly, 
Russe. P. INSKEEP, 
Manager, Group Statistical Division 


ExHIBIT 122-B.—Summary of premium adjustments, October 1954 


" Charge Charge 
€ 1 . 
Policyholder ee | commis- adminis- 
I sion tration {i 


Trucking employees, North Jersey _ - --- $58, 216.45 | $1, 233. 51 | * $2, 328 
Clipper Diamond __- ee : | 1,256. 42 | 115. 43 50 
Brooklyn painters. .-........------ —29. 37 | —2.70 | 1 
Retail women’s apparel] __-_---..---- 4, 631. 69 722. 80 | 185 


Affiliated trucker trustee fund.- 10, 154. 50 599. 63 | 
rrucking employees, Passaic and Bergen 6, 523. 95 421. 22 
Sheetmetal workers 4, 968. 19 491.48 | 
Tricounty welfare fund_........__-- ..-| 24, 536. 58 , 240. 53 
Inland terminal workers... ..--- ‘ 1, 454. 52 220. 92 
IBEW .....- ahadien wea —, 80 —. 32 
Salesmen’s and. mecha anics: 
G 1877 PES a 542. 82 70. 82 
eC he oa , 553. 67 77.99 
G 2424 ‘ ; i 2, 060. 57 298. 28 
Paperhangers industry - -....-.-..---- 25. 76 99 
Painters local (suspense) __ - <a 1, 498. 53 
Insurance welfare Find. ; paceeae 14, 624. 70 , 208. 11 
0 ei . 5 : 32, 018. 18 » oor 959. 37 33, 909. 23 


Mr. Correr. Do you have a letter of February 19, 1954, 
William Croland from Mr. Russell P. Inskeep with you? 

Mr. Inskeep. On what subject? 

Mr. Corter. Re retail union of New Jersey. I don’t think that is 
on your subpena. 

Mr. Inskeep. I don’t have it then. 

Mr. Correr. May I read it, Mr. Chairman? 

Senator Dovue.as. Certainly. 

Mr. Correr. Mr. William Croland- 

Senator Atiorr. Don’t you think you should have it identified by 
them first before you read it into the record ? 

Mr. Correr. I was going to do it orally, but I think you are correct. 

Senator Dove.as. May Task you if you will identify that as a copy 
of a letter written by you, Mr. Inskeep ? 

Mr. Inskeep. Yes, I do. 

Mr. Correr. Would you rather read it and then explain it, Mr. 
Inskeep, or shall I read it? 
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Mr. Inskreer. You can read it and let me know what you want 
explained. 

Mr. Correr. “Mr. William Croland,” and so forth. “Re retail 
union of New Jersey 


Dear Brtv: I was a little surprised by your letter of February 15 returning 
last year’s refund check. I had not anticipated going back to the previous year 
to revise our retention, but I guess we can if that is what it takes to save the 
case, 


The original check in the amount of $1,909.98 has been canceled. A statement 
showing a revised calculation of the rate credit is enclosed, together with a new 
check for the refund of $5,188.74. 

We are making our records to show that the experience on this case and the 
earned premium developed would be excluded from the computation of the 
contingent commission effective July 1, 1952. 

Very truly yours, 
RuUSSELL P. INSKEEP, 
Manager, Group Statistical Division. 

What did you mean by that letter, Mr. Inskeep? 

Mr. Inskrer. What did I mean by the whole letter? 

Mr. Correr. Yes. Would you explain it? What transpired? 

Mr. Insxrrr. I don’t believe I could properly explain without 
having the file with me. Maybe you could break your question down, 
instead of being so general. 

Mr. Correr. It is pretty obvious that you went back and revised 
your retention in order to make a larger refund ? 

Mr. Inskeep. Yes. 

Mr. Correr. Doesn’t your company have a retention formula? 
Isn’t that a fixed, or supposed to be a fixed policy, or can you tinker 
with it? 

Mr. Inskeep. It appears in that letter that the reason it was changed 
is because the Simons Corp. volunteered to remove that from their 
bonus calculation, but whether that is the only consideration, I am 
not sure. 

Senator AtLorr. Doesn’t it also appear from that, Mr. Inskeep, that 
in effect Mr. Croland had shown you a club and said, “Unless you pay 
this to me and revise the retention figure, we are going to take the 
business from you and put it elsewhere?” Isn't that what it says in 
effect? 

Mr. Insxeer. I don’t think so. The only thing that is evident from 
that letter is that he volunteered to relinquish his contingent fees on it. 
If there were other considerations, they are not evident from the letter. 
Iam sorry I don’t have the file with me. 

Senator Atiorr. If my interpretation of it isn’t true, why did you 
say, “I had not anticipated going back to the previous year to revise 
our retention, but I guess we can if that is what it takes to save the 
case.” Itsems to me that is pretty clear. 

Mr. Inskeep. I would have to presume from the opening of the 
letter that we may have had previous correspondence or a telephone 
conversation in which we talked about going back 1 year, and then 
a subsequent conversation or cor respondence ti talking about going back 
2 years, but again I am lacking in facts on the case. 

‘Senator Atiorr. Well, may vbe I put this in language that is a little 
bit blunt, but I want you to understand what I am talking about. 

Is the company subject to sandbagging on these things? That is 
what that letter makes it appear; that they came back and sandbagged 
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you for revision of the retention on last year’s premium in order for 
you to keep the business. 

Now, is this group insurance field of such a nature and is it carried 
on in such an atmosphere that this is common? That is the thing 
this committee is interested in, I think. 

Mr. Inskeep. Well 

Senator Atiorr. You say yh is no element of sandbagging here? 

Mr. Inskeep. No. I say I don’t have the facts. I couldn't say 
whether real pressure was put on us to give away something we didn't 
have to give away, or whether there was a correction of errors, or what 
might be involved. 

Senator Atxorr. What would you mean by “saving the case” 
to retain the business ? 

Mr. Inskeep. That would be to retain the business: ves. 

Senator Atiorr. There is no other interpretation you could put o1 
those words; is there? 

Mr. Inskeep. No; except that the means by which the amount of th 
refund is changed seems to be under question, and I don’t have the 
facts on it, other than the elimination of the bonus payment. 

Mr. Rinker. Senator, I would like to make a comment. 

There is great force of oer I am sure you are aware of 
that, in the group business. I don’t think we are subjected to any 
more, or more susceptible, shall I say, than any other company in the 
croup business, but there is no doubt that competition in the group 
business gets sharper every day, the point being that our company i 
its own good judgment. must look at a case and decide, “Are we 
ready to ‘lose several millions of volume, several hundreds of thou 
sands of premium?” And every company, I think, in the business 
must look at their business in that way. 

There are many companies I know that are anxious to produce 
additional business. If in any area they find a case of ours that 
may look to them to be a target case, they are liable to shoot at it. 
It is competitive as all-get-out. 

Senator Atxorr. I realize that, Mr. Rinker, and I will repeat what 
has been said before: 

You are not being picked on as the one example. It was quite 
by accident that your situation came up. You are the app who 
are here, and there are many other insurance companies in which 
the story would be extremely similar. 

Mr. Rrvxer. I quite understand. 

Senator Atniorr. However, from the standpoint and view of this 
committee, we have a function to perform. 

Now, I am sure that all of the committee, if they were here, would 
agree that if getting this business involves paying kickbacks to union 
officials, if it involves kickbacks to—I hesitate to use this word— 
“hoodlums,” who have no apparent connection with the union, whose 
business is being sought, and yet who get money so that the case 
goes to a particular company, then we are interested in that. Every 
American is interested in it, and more than that, every union man and 
woman—every man and woman who works for whom these funds 
are put up, not in a trust relationship always, sometimes on just a 
contractual basis—has an interest in it because they in effect are pay- 
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ing for the payoffs that the hoodlums and the kickbackers are get- 
ting, and that is the thing that this ae is interested in. 
Now, as it applies to your situation, I don’t say that that is neces- 
sarily true with your whole business. This one situation, through this 
one agency, smells, and therefore we are interested in it and I ‘know, 
as mapentnle insurance people, you are interested in it, and when you 


get a letter like this, which doesn’t say anything else—may I have 
that ‘etter again ? 


Mr. Correr. Surely. 

Senator Atiorr. There are a lot of fancy words here that the aver- 
age ordinary American, who isn’t in the insurance business, doesn’t 
understand. Nevertheless, several things appear from this letter: 

First of all, you sent a check to him for the refund, which he turned 
down; that is true, isn’t it? 

Second, that you hadn’t anticipated going back to a previous year to 
revise the retention; 

Third, that because he is insisting on it, and if that is what it takes 
to keep the business, that is what you are going to do; 

Fourth, the check is being canceled: and 

Fifth, a revised calculation showing a $5,188.74 check is being 
forwarded. 

Now, I say that a letter like that can only raise the inference in 
any logical man’s mind that the company was being sandbagged. 
Maybe there are peculiar situations with respect to this letter ‘and 
this case which can be explained, but when you take that in con- 
nection with the other things that have occurred and have been tes- 
tified to here about the Simons Corp., you can’t blame us for wonder- 
ing what is going on and wondering what this committee and this 
Congress can do to supply legislation which will stop such practices. 

Mr. Corrrr. I don’t think I have anything else. 

Senator Doveas. Senator Allott? 

Senator Atiorr. That is all. 

Senator Doveras. There is one question T would like to ask. This 
morning you stated that the welfare-fund business needed cleaning 
up. I presume that at the time you meant the union welfare fund 
business needed cleaning up. I would like to ask about group insur- 
ance written for employers. Do you find there are any aspects of that 
business which also need cleaning up? 

Mr. Rrnxer. The question is directed to me? 

Senator Doveras. Yes. 

Mr. Rinxer. I think generally as far as the employer-employee 
eases are concerned, it is ‘competition and everything else that keeps 
those just as sharp and clean as you would ever want. I frankly 
would not think that there was necessity for too careful an investiga- 
tion on those plans. Tam not defending them. 

Senator Dovetas. I am a little puzzled on this question of compe- 
tition being purifying because you testified that it was competition 
which forced you to grant these extra commissions to brokers, pay- 
ments to brokers, and so forth, in order to get the business. It was the 
sharpness of the competition which forced you to make these con- 
cessions to brokers. 


Now, why is it that you think competition in the employer field 
prevents those abuses from occurring ? 
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Mr. Rinker. Iam not sosure about that. Iam thinking about your 
statement about that, Senator. I don’t think that we said that com- 
petition required that extra fees be paid to brokers to get business. 

Senator DouGias. What you said was that competition in the group 
business was sharp, and so forth, and in order to get and hold policies 
you had to make these concessions to brokers, special treatment, ad- 
ministrative fees, and the rest. I thought that was the whole purport 
of what you were saying, that you didn't want to do it but that was the 
spirit of the indus stry and that you had to, and you felt more or less 
ompelled to clo it. 

Mr. Rinker. I don’t think that was my intent. I don’t think I said 
that, Senator. 

Senator AtLorr. | made the same interpretation of some remarks 
you made, Mr. Rinker. 

Mr. RINKER. Then that hac best be corrected. | did sav. With ref 
erence to C, J. Simons Corp., that I thought possibly Mr. Croland 
felt that in procuring the business it was necessary to do these things 

he felt were going on around him. At no pl ice have we said as 
| corporation, as an insurer, that we will pay higher fees or kickbacks 
to anyone, or anything of that nature to anyone in order to obtain 
business. 

Senator Dove tas. Let me sharpen the question a little bit. What 
ire the difference ‘eS be tween thee ‘mploye r cases . the em ploye r- -controlled 
velfare funds and union welfare funds as regards (@) commissions, 
4) fees to brokers, (¢) bonuses, and the like? Do you make the same 
concessions to the brokers in the case of the employer funds that you 
have made to brokers in the case of the union welfare funds? 

Mr. Rixxer. There is no Meilerhion, Senator. between kinds of 
business. I just say- 

Senator Doveras. The answer is yes, is that right? I am not try- 
ing to force you into an answer. 

‘Mr. Rinker. I am trying to give you an honest answer. 

Senator Dovatas. In other words. you follow the same practices 
in dealing with employer welfare funds as you do with union welfare 
funds? 

Mr. Rinker. Yes, we do. 

Senator Dovanas. As regards commissions, fees to brokers, bonuses 
to brokers, and so forth? 

Mr. Rinker. Yes, I would say so 

Senator Dovatas. To employer accounts, that is. 

Mr. Rinker. Yes, employer accounts, I am sure of that. 

Senator Douecias. Thank you. 

Senator Atiorr. I would like to ask a question, not necessarily as 
relates to your own company, but I am asking you this as an insurance 
man. 

To the extent that any insurance company has high retentions 

o the extel t any compan £ ’ 
higher than average commissions, higher than average administrative 
fees that are paid, higher than average fees that are paid for handling 
claims, just to that extent does it lead to collusion and possibly to 
fraud ? 

Mr. Rinker. I think those things lend themselves to it. 

Senator Attorr. I won’t say you, but that the insurance companies 
then have something to deal with which the people who on the broad, 
general, competitive level are not dealing with 
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Mr. Rinxer. I think that is a reasonable assumption, yes. 

Senator Ariorr. And therefore any company whose retentions are 
higher, or in an unusual manner, are in effect opening themselves to 
criticism or at least question as to the manner in which they are 
handling their business? 

Mr. Rinker. Yes, although I would like a minute to amend at least 
this one point for the rec ord, Senator. 

It is true that in the situation which we have in Newark, because 
of the service fees, our retentions are higher than normal. We charge 
obviously whatever expenses there are to a case, we charge in the cost. 
Any company that does otherwise is losing money. 

Bearing in mind that Newark, N. J., is ‘the only case where we have 
that kind of expense and that kind of an operation, throughout the 
industry, in other parts of the country where we do business, we are, 
thank goodness, pretty well known as a low-retention company and 
asa highly competitive company. I think it fair to state that. 

Senator Atvorr. That is all. 

Mr. Correr. May I ask another question, Mr. Chairman ? 

Senator Doveras. Yes. 

Mr. Correr. Mr. Rinker, as the staff reviewed your files and those 
of a number of other companies, it was their feeling—but very difli- 
cult to put their finger on—that various cases of a similar nature with 
similar coverage, similar rates, similar experience, were being treated 
somewhat differently, depending upon the knowledge of the policy- 
holder with respect to what retentions should be, and the requests 
made with respect to refunds. And we had very frank testimony here 
from a witness from another company who stated that in respect to 


his company that was so and, reading from his statement on page 
1253, he said. 


In the group business, Senator, everyone is not treated alike. That is another 
fallacy of this bonus or dividend system under which we operate. 


Now, would you concur in that with respect to the operation of 
your company ¢ 

Mr. Rinxer. I think that is probably true of most every company, 
frankly, and I think that is something that you no doubt wish to 
consider carefully. The squeaking wheel gets oil. 

Mr. Correr. Do you send your police vholders yearly statements as 
to what their experience is and what your retention is, and so forth ¢ 

Mr. Rinker. At every renewal of every account of size we feel it is 
somewhat of a service to give each one of our policyholders that kind 
of statement, showing what their experience is. 

Mr. Correr. Whether they get a refund or not? 

Mr. Rinker. Usually it is in the case where they get a refund, yes. 

Mr. Correr. Suppose you didn’t give them a refund because they 
didn’t ask for it, and you decided to keep it. Iam not suggesting that, 
but I am trying to develop this thought we have here. Whether they 
were a single employer holding a “policy for their employees, or 
whether there was a trust operation involved, the result would be the 
same with respect to one group perhaps getting better value, or more 
for their money than the other group ? 

Mr. Rinxer. I would say so, due to several reasons. One could be 
a far more able representative of theirs. A man trained in group 
insurance very often, I think, forces the hand of insurers on that point. 
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But I will say this, too, Mr. Cotter, there are a number of occasions 
where we give ! rating ¢ redits without anybody asking for them. ‘That 
of course is understood, I am sure. 

Mr. Correr. I am not trying to suggest that. 

In the case where : single employer was handling the policy and 
was bargaining on a specific amount there might be the same incentive 
to get kickbacks from the broker, or kic kbacks through fees or com- 
inissions, or even embezzled premiums, as there would be in a group of 
people, or trust fund ; is that not correct 

Mr. Rinxer. In your first point there did you mean any employer 
employee case ¢ 

Mr. Corrrr. Yes, single employer. 

Mr. Rinker. = my own opinion there is not that danger. 

Mr. Correr. I said where he was bargaining for cents per hour and 
he was handling the money. 

Mr. Rinker. Wouldn't that be a matter of good faith between union 
ind management 4 

Mr. Correr. Pardon? 

Mr. Rinker. Wouldn't that be a matter of good faith between union 
and management ? 

Mr. Correr. I think good faith has been very badly treated here 
ly some persons in this w hole operation. 

Mr. Rinker. I do too. 

Mr. Correr. I am suggesting that the same situation prevails 1 
the single employer case that we have cited in this Simons group as 
loes in the in 12 trustee cases. is that not so/ 

Mr. Rinxer. | oem: it is far less apt to happen in a regular em 
ployer-employee case. I don’t know of any that we have. 

Mr. Corrrer. You may be right, but I am saying that we do have a 
situation here in this Simons case where 1 of the 13 is a single employer 

case and a contributory case, and the bargaining may have been on a 
cents-per-hour basis. There could have been a kickback to that 
employer. 

Mr. Rinker. I would say it would be possible. 

Mr. Correr. And in the letter which Mr. Inskeep read with respect 
to these steel companies there was a negotiation or understanding 
apparently between the insurance company and the employer of which 
the party on the other side wasn’t aware. 

Mr. Rrnxer. If it is the one I recall, the one with Beierle and the 
steel situation, here would be my summation of that without knowing 
the actual facts: I suspect competition came in, was quoting on the 
business, and it was necessary to revise their feeling on retention. 

Mr. Correr. You have the wrong case, I think. 

Mr. Rinker. But that is a statement of fact. 

Mr. Correr. I am talking about the case where they suggest the 
company keep the refund. 

Mr. Rinxer. Now, I recall the situation. 

Mr. Correr. There was an underst: nding between the employer and 
the insurance company that apparently thet union, if there was a union, 
didn’t know about. 

Mr. Rinxer. I think that was more in the nature of a statement of 
philosophy, shall I say, rather than an out-and-out agreement. 

Here is my conception of that. After all, the employ er bargained 
to pay 10 cents an hour for each employee, let’s say. The employees 
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feel that that is their money. I would think the employer, if he has 
bargained to pay 10 cents an hour, should have no recourse to any of 
that 10 cents an hour by way of returns, rating credits. I am sure 
that is what Mr. Inskeep had in mind. Do you follow me on that? 

Mr. Correr. No: because I think the statement was to the effect 
that the company didn’t want this return or refund because it would 
go to the union by the agreement, or something like that. 

Mr. Inskrer. Which company do you mean, our company or the 
company of the policyholder 

Mr. Correr. Can we have the letter again ‘ It is the letter of June 
21, 1954, of which I think you have a copy.* 

Senator ALLorr. You mean the employer in that case, Mr. Cotter / 

Mr. Correr. Yes. 

Senator Atiorr. He asked which company you are referring to. 

Mr. Correr. Chicago Freight Car & Parts Co. 

Mr. Inskeerp. What was meant was that if we paid a refund to the 
employer, who is the policyholder, he in turn might be obligated to 
turn it back to the union. 

Mr. Correr. So he was indifferent as to whether he got value or not / 

Mr. Inskeep. In asense, yes 

Mr. Correr. That is all. 

Senator Dovexas. Are there any further questions / 

Senator Atuotr. I have none. 

Senator Dovenas. Thank you very much, gentlemen. You may be 
excused, gentlemen. 

Now, before we proceed with further witnesses on this case, I have 
two telegrams which I would like to put into the record. dealing with 
Mr. Angelo Inciso. And I would ask the stenographer to make an 
entry in ‘the printed transcript of November 29 so that the proceedings 
of that date, when I announced that the subcommittee had unani- 
mously voted to recommend to the full Labor and Public Welfare 
Committee that Mr. Inciso be cited for contempt of Congress, will be 
complete. I would like to read a telegram which I received from 
Angelo Inciso, dated November 30, and then I shall read a telegram 
which I have drafted and which I intend to send to him. I will first 
read the telegram from Mr. Inciso: 

On November 18, 1955, I was served with a subpena to appear in Washington, 
D. C., before a committee of which you are chairman which is investigating 
practices relating to operation of employee welfare funds. Thereafter on No- 
vember 29, 1955, your committee voted to cite me to the Senate for contempt 
allegedly due to my refusal to honor the subpena. 

Notwithstanding the vicious and irresponsible newspaper and other publicity 
which has attended this matter in complete distortion of the facts, I think that 
you should know as a matter of record and officially that I have not refused to 
obey the subpena and am not so refusing. I have simply asked and am now 
asking again that some protection be provided to insure the further failure of 
attempts upon my life. Such attempt was made approximately 2 years ago 
when I was shot and wounded as a result of which the commissioner of police 
of Chicago, at his behest, assigned two armed policemen as my bodyguards. 
Only 2 weeks ago a further attempt was made by bombing the union offices. It 
is believed that my life has been endangered by lawless elements seeking to 
usurp and secure control of an honest union fearlessly operated 100 percent for 
the sole benefit of its employee membership. For these reasons I believe you 
will agree that I have substantial cause to fear for my personal safety. The 


Chicago police are powerless to accompany me to Washington in any official 
capacity and cannot even unofficially come in armed status. 


- 1558, supra, 
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Because I have nothing to conceal and desire that the facts put to an end 
the scurrilous attacks upon me and my union appearing in the press, I am pre- 
pared to come to Washington to testify and am most anxious to do so if only 
I can be assured of physical protection in view of what has occurred. I am 
certain that you would not want to jeopardize my life. I believe there is ample 
ongressional precedent to permit you to provide me with such protection and I 
hereby appeal to you for such at my own cost if necessary. 

If, however, you insist that I expose my life without protection and so advise 
me, I shall nevertheless appear at such time and place as you designate and I 
hereby expressly offer to do so. But in such event will have no alternative but 
to hold you and the members of your committee personally responsible for my 
safety as will my heirs in the event of my assassination. VDlease advise. 

(Signed) ANGELO INCISO, 
President, Local 286, UAW-AFL, 3909 West North Avenue, Chicago, 1U. 


I have drafted the following telegram in reply, which T have not 
yet had a chance to let Senator Allott read. It is my intention to send 
it if approved by the committee : 


ANGELO INCISO, 
President, Local 286, UAW-AFL, 
Chicago, Ill. 

Reurtel of November 30 

Your duty as a citizen was to comply with the subpena served on you in the 
name of the United States Senate November 19 and requiring your presence 
before us on Monday, November 28 at 10 a. m. This you refused to do, and 
ignored the subpena. The Senate Labor and Welfare Subcommittee on Pensions 
und Welfare Funds thereafter unanimously voted to cite you for contempt. 
Therefore, a belated argument by telegram is not in order. Your telegram of 
combined offer to appear with a demand for protection specified as a condition 
of your appearance cannot thereby purge you of your past contemptuous action, 
which the subcommittee decided unanimously you were guilty of. You could 
have and should have appeared, instead of ignoring a Senate subpena. Your 
attorneys could have requested the Chicago and Washington police to arrange 
for your protection in Washington if you would be in the danger which you 
assume. This would have been the right course, which you as well as your 
attorneys know. Police officers are always present in the Capitol and the 
committee room to furnish protection to witnesses. You declined any course 
of action and after the subcommittee found you in contempt served your first 
notification and also your first official answer to the committee by telegram. 
In view of your attitude and your action of ignoring the subpena of the sub- 
committee, and in view of the fact that you have been unanimously held in 
contempt, your telegram cannot be considered nor can your demand. 

(Signed) Paut H. Dovetas, 
United States Senator. 


It ismy disposition to send that telegram. 

Senator Atiorr. That is entirely satisfactory with me, Mr. Chair- 
man. I have given this matter some thought before this, and I had 
decided against it, but in view of the telegram which we have received, 
I think it would not be inappropriate, ‘at this time, to insert in the 
record the criminal record of Angelo Inciso, which I understand 
is in the hands of the staff members. 

Senator Dovetas. Well, I had not realized the Senator from Colo- 
rado was going to make this motion. The chairman is reluctant to 
admit that at this time. I have desired that this case be considered 
on its merits, without reference to the past record of Mr. Inciso. I 
will be very g glad to confer privately 

Senator Attorr. I do that only for this—and I will not press it 
either—but I do that only for this reason: That one of the stock 
instructions that is used in every court of law is that a man may be 
asked whether or not he has been previously convicted of a felony, 
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and you are entitled to use that upon which to base credibility. This 
man has sent us a wire which isn’t even under oath, but certainly, 
while I am not going to insist on it at this time, I will say this: If he 
ever appears before this committee, it will be the first question I will 
ask him. 

Senator Doucias. Without definitely rejecting the request of the 
Senator from Colorado, I will ask him if he will hold this in abeyance 
so that we may have a conference upon it and decide whether or not 
such an alleged record should be admitted. 

Senator Atiorr. That is agreeable. 

Senator Doueias. I am trying to conduct these hearings on the basis 
of evidence before us in the present case and not bring up past matters. 

Senator Atvorr. 1 might say that only this wire provoked my re 
marks, and I will not insist upon my statement at this time. 

Senator Doveias. Thank you, Senator Allott. 1 will be very glad 
to confer with you or other members of the committee on this matter. 

Now, we will call the next witness. Mr. Simons, will you come 
forward and take the stand, and Mr. Croland, will you come forward ‘ 
Sit down, gentlemen. 

Will you respectively give your names and addresses / 

Mr. Srmons. My name is Charles J. Simons. My address is 563 
Broad Street, Newark, N. J. 1 am president of C. J. Simons Corp. 

Senator Dovueias. Mr. Croland. 

Mr. Crotanp. My name is William Croland, 212 Boulevard, Glen 
Rock, N. J. 

Senator Doveias. Will each of you raise your right hand ? 

Do you solemnly swear, or affirm, that the testimony which you are 
about to give is the truth, the whole truth, and nothing but the truth, 
so help you God ¢ 

Mr. Simons. I do. 

Mr. Crotanp. I do. 

Senator Doveias. Mr, Cotter, will you proceed ¢ 


TESTIMONY OF CHARLES J. SIMONS, PRESIDENT, C. J. SIMONS CORP., 
NEWARK, N. J.; AND WILLIAM CROLAND, GLEN ROCK, N. J. 


Mr. Correr. You gentlemen heard the testimony this morning and 
this afternoon, I presume, did you not ? 

Mr. Crotanp. Yes, sir. 

Mr. Stmons. Yes, sir. 

Mr. Correr. How long have you been partners in this business, Mr. 
Simons ? 

Mr. Srmons. I would say since about 1947 or 1948. 

Mr. Correr. You are 50 percent partners ? 

Mr. Simons. That is correct. 

Mr. Correr. And when did you start developing group business on 
the scale that you now write it ? 

Mr. Srwons. When Mr. Croland formed an association with me. 

Mr. Correr. When was that ? 

Mr. Sramons. In 1947 or 1948. 

Mr. Correr. Had either one of you written any substantial amount 
of group business prior to that time ? 

Mr. Srwons. No, sir. 
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Mr. Correr. Pardon / 

Mr. Simons. No, sir. 

Mr. Correr. What were the backgrounds of either one of you which 
pe ‘mitted you in a few short years to be writing group business 
wasn’t it inthe millions, your yearly premium ¢ 

Mr. Sumons. Yes, sir; about $2.5 million I would say, Approx 
mately. 

Mr. Crotanp. That was the peak amount, the peak year. 

Mr. Correr. Could you give us some explanation as to how you were 
able to build this up in such a short time 

Rev Suwons. Well, as has been stated by Mr. Suss, I have been 

i the insurance business for 37 years. During all of that time my 
entire activities have been devoted toward the development of the 
ordinary lines of insurance, such as fire and casualty business. I am 
not basically a group man. I know nothing about the business except 

. few things that I have learned as a result of my association with 
Mr. Croland. I have never actu: ally solicited a group case, and proba- 
bly wouldn’t know how to do it if 1 were faced with the necessity of 
doing it tomorrow. 

Mr. Correr. How about your background, Mr. Croland ¢ 

Mr. CroLanp. I have been in the insurance business approximately 
25 years. I went into group insurance, I would say, in 1944, and 
didn’t know anything about group insurance at that time, but de- 
veloped some cases, and learned just that way, by going out, trying 
to sell them, and selling them, losing some, finding out why I lost 
them, and after I gained sufficient experience, I took advantage of 
the fact that the office had built up a very wide brokerage account. 
That is, we had brokers giving the office various types of business, 
such as accident and health, life insurance, casualty business, and 
contacted these brokers. 

Mr. Correr. Did you ever hold any positions as a union official or 
in an employer association / 

Mr. Crotann. Did Lever hold any / 

Mr. Correr. Yes. 

Mr. Cronanp. No,sir. * 

Mr. Correr. To what do you attribute your affinity to so many of 
these funds ? 

Mr. CroLanpb. Just working. 

Mr. Correr. Hustling # 

Mr. Crotanpb. That isthe right word. 

Mr. Correr. And is the evidence that was testified to this morn- 
ing by Mr. Suss and as confirmed by the Continental Assurance Co. 
representatives substantially correct / 

Mr. Crotanp. There are so many things that have been testified to 
that I would rather not give a broad answer. 

Mr. Correr. Do you want to make any comment on any of the 
testimony ? 

Mr. Crotanp. Yes. I would like to comment on the most important 
part, and that is the matter of the adjustments. As has been testified 
here, there are a number of cases in which the 6 percent is allowed. 

Senator Atiorr. Will you speak up just a little, Mr. Croland/ I 
can't quite hear. 

Mr. Crotanp. Yes, sir. There are a few cases where the home 
office allowed the 6 percent administration fee, and at the time when 
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the teamster cases were in what I called the bud, I worked on the 
original case over 8 months, and finally I reached the point where 
I was informed that the business was going to be awarded to me. It 
was only at that time I was informed it would be necessary for me 
to pay an administration fee. It had never been discussed up to 
that point. 

Well, I knew—I believe it was in 1950, I may be wrong, but I think 
it aes in 1950—I knew from past experience that we had 2 or 5 

cases, I don’t know just how many, and I took it upon myself to 
agree, otherwise I couldn’t have had the business, and I didn’t want 
to lose it because I worked, I thought, pretty hard to get it, and the 
mistake I made, as I see it now, I didn’t see it then, was to collect 
and I will just confine it to a dollar and consider it a premium—is 
to collect a dollar premium and remit the net premium to the home 
office. I say to you that was a mistake. That money was paid to 
the individuals that I have spoken of to Mr. Suss, and now as a 
result of that I have paid that money again, I honestly affirm, so that 
that particular transaction has cost me the extra money. 

Mr. Correr. In other words, you didn’t see that you had done any- 
thing wrong at that time? 

Mr. Crotanp. I don’t condone it; no, sir. As I told Mr. Suss when 
he walked into our office, I wanted to cooperate with him, and I think 
he made that statement, too. 

Mr. Correr. What is this net business you are talking about ? 

Mr. Crotanp. That was the mistake. I felt at that time that if | 
had gone to the home office, I possibly might have gotten approval 
as I had in 2 or 3 other cases. Subsequently, in 1954, when I did go 
to them, they of course told me they never would approve it. 

Mr. Correr. Let’s start again. We have seen a pattern of a myste- 
rious movement of money here to strange people, including a plumber. 
You are under oath now, Mr. Croland. 

Mr. Crotanp. Yes, sir. 

Mr. Correr. Could you give us a more satisfactory version of the 
reason why these payments were made, and under what circum- 
stances ¢ 

Mr. Crotanp. Well, as I said before, when the attorney for “he en - 
ployers informed me that I would have to pay these fees—— 

Senator AtLorr. Was that Mr. Levey ? 

Mr. Crotanp. Mr. Levey; yes—I of course agreed, and I was in 
formed that I would be told whom to pay it to. Subsequently I was 
so informed. 

Senator AtLorr. Do you mean, Mr. Croland, that you worked on 
these cases for some 8 months? 

Mr. Crotanp. These particular cases; yes, sir. 

Senator ALtorr. These particular cases, and that during that time 
nothing was ever said to you about anyone wanting a kickback! 

Mr. Crotanp. That is right. 

Senator AtLorr. That when it came time to close the case, for thi 
first time you heard, when you were supposed to have the cases i1 
your hand—— 

Mr. CroLanp. Yes, sir. 

Senator AnxLorr. For the first time you heard you were to be re 
quired to pay some kickbacks? 
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Mr. Crotanp. That is right. 

Senator ALivorr. And that you heard that for the first time from 
this Mr. Levey, who was the attorney for the employers’ association ¢ 

Mr. C ROLAND. That is right. 

Senator Atuorr. And that subsequent to that you paid these vari- 
ous amounts, which have been testified to this morning / 

Mr. Crotanp. That is correct. 

Senator AtLorr. To those people, solely upon the direction of Mr. 
Levey ¢ 

Mr. Cro.tanp. That is right. 

Senator Atvorr. This man Roy Graver—is that his name ¢ 

Mr. Crotanp. Roy E. Graver. 

Senator Attorr. Roy E. Graver, the plumber—did you know him 
before ¢ 

Mr. Crotanp. No, sir. I never saw him before. 

Senator AtLorr. Had you ever heard of him before? 

Mr. CroLtanp. No, sir. 

Senator Attorr. Do you know what connection he had with any 
of these unions / 

Mr. Crotanp. I absolutely do not. 

Senator AtLorr. Do you know now or have you learned now of any 
connections that he had with any of these unions? 

Mr. Crotanp. No, sir; I do not. 

Senator Atuorr. This man Zalk, Z-a-l-k—— 

Mr. Crotanp. Yes, sir. 

Senator ALLorr. Did you know him before ¢ 

Mr. Cronanp. I met him during the negotiations for the business. 

Senator ALiorr. Did you know whom he represented ¢ 

Mr. Crotanp. I knew he was the administrator. 

Senator Atiorr. For one of the funds? 

Mr. Crotanp. No. I think he represents 3 or 4 of them. I just 
can’t recall which ones, sir. 

Senator Atvorr. And did you know that at that time / 

Mr. Cronanp. Yes, sir. 

Senator Atiorr. So when you received his name and paid him, 
you knew that in effect you were making a pay-off for the business, 
didn’t you ¢ 

Mr. Crotanp. At the time, I think he got his commission- 

Senator ALLorr. I mean at the time. 

Mr. CroLtanp, At the time I paid it? 

Senator AtLorr. At the time you paid it there couldn’t have been 
any doubt in your mind what you were doing ? 

Mr. Croianp. I felt Mr. Levey had some reason—I knew mine was 
hot to question, mine was just to pay. 

Senator Avvorr. An adult can hardly avoid such responsibility, 
Mr. Croland. 

Mr. Cronanp. May I say at this time, that I have made statements 
before, and I will repeat it again for the committee, that in 1954, in 
January 1954, or December 1953—I just can’t recall when, but just 
in that period—I became convinced at that point, in view of the great 
deal of publicity that had been attached to some funds, I believe in 
New York City, that the payment of administration fees was being 
frowned upon, and I repeat—Mr. Cotter reminded me before that I 
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was under oath—and I say to you that it was my firm conviction, not 
now, but then, up to then, that it was perfectly all right to pay admin- 
istration fees. 

Senator Doveras. But you were not merely paying administration 
fees. You were embezzling premiums belonging originally to the 
company. 

Mr. Croranp. Well, Senator, I think I stated before that the ar- 
rangement had been made with the man who I had considered repre- 
sented the policyholder. In other words, he was the man that was 
paying the dollar premium to me, and he was the man that said 
“Now you take 6 cents of this dollar, and you pay it to whomever I 
shall designate.’ 

Senator Doveras. Did your company know you were doing this? 

Mr. Cronanp. At that time; no, sir. 

Senator Dove as. These premiums presumably belonged to the 
company, did they not? 

Mr. Crotanp. The premiums, yes, sir: but what they got was the 
net premium. I am sorry, but I don’t think you were here when 
started. I started off by saying that up to that point, I had had, 
believe, 3 or 4 cases where the home office had approved, and was 
paying 6 percent administration, and I felt that the home office would 
approve this, but it came at the last minute and I just took it upon 
myself to do it. I know now I should have had the approval. | 
don’t say I could have gotten it, but I certainly could have avoided 
this. I may further add that as of the beginning of 1954, no—— 

Mr. Correr. Let’s run down this net premium, Mr. Croland. What 
do you mean when you say “net premium”? You got certain pre- 
miums from a policy yholder. 

Mr. Cronanp. Yes, sir. 

Mr. Correr. It was your custom to take out your commissions, 
wasn’t it? 

Mr. Crotanp. No, sir. That wasn’t the custom. 

Mr. Correr. You were supposed to send all of it? 

Mr. Crotanp. That is right, sir. 

Mr. Correr. You didn’t send it all. What do you mean by “net”? 

Mr. Crotanp. The difference between what they paid me and what 
I paid, according to their instructions, for administration. 

Mr. Correr. Wait a second. You received the premium, and un- 
known to the company you retained a certain percentage of it. 

Mr. Cro.anp. That is right. Well, I paid it out. I didn’t per- 
sonally retain it. 

Mr. Correr. Wait a second. You paid it out to a group of mys- 
terious people after a street-corner meeting with a deceased person. 

Mr. Crotanp. He was alive and I met him in his office. 

Mr. Corrrr. As an attorney for the employers. But you were run 
ning several million dollars’ worth of group business here. You 
weren't a little boy on his way to go fishing when you met this man, 
were you? 

Mr. Crotanp. That is right. 

Mr. Correr. Why do you think that this employers’ counsel would 
have you paying all these men mysteriously / 

Mr. Crotanp. Because it was the practice in the business at that 
point. 
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Mr. Correr. Was it all that rotten? 

Mr. Crotanp. No. I say it was the practice in the business at that 
point to pay administration fees, 

' Mr. Correr. To whom? To the plumbers? 

Mr. Crotanp. I don’t know if he was a plumber, I didn’t know 
who he was. 

Mr. Correr. To judges, or lawyers? 

Mr. Crotanp. I didn’t know those people. 

Mr. Correr. You didn’t know the people? 

Mr. Crotann. That is right. 

Mr Correr. How did you get the business? I thought you said 
you hustled it. 
~ Mr. Croranp. I hustled it, but I didn’t know the individuals who 
got this particular money. 

Senator Dovetas. Whom did you hustle in getting the business 
originally ¢ 

Mr. Croianp. I said, originally, when I was asked how I got the 
business, what qualified me to suddenly become, I don’t know whether 
you would call it a star or what you might call it. I said I worked 
hard and got the business. 

Senator Dovetas. Did you talk to this fellow, Mr. Gruber, in get- 
ting business / 

Mr. Cronanpn. No, sir. 

Senator Doveras. Did you talk to Mr. Levey in getting business? 

Mr. Cro,anp. Yes, sir. 

Senator Doveias. Did he get the business for you ? 

Mr. Cronanp. I think he was instrumental in getting it. 

Senator Dovaias. But the business was placed by the unions? 

Mr. Crotanp. He was the one who I considered had the final say. 
I didn’t know all the union people. In fact, I knew very few of them. 

Senator Doveras. Did you get the business from the judge? 

Mr. Crotanp. No, sir. 

Senator Atiorr. Mr. Croland, I want to go back and confine myself 
to one phase of this for a moment because it is important to this com- 
mittee that we develop how these things actually come about. 

I had gotten as far as Mr. Zalk. I want to talk about Mr. Fried- 
and, Jacob Friedland, an attorney. Did you know Mr. Friedland 
before? 

Mr. Crotanp. Before? Yes, sir. 

Senator ALttorr. How long had you known him ? 

Mr. Crotanp. Perhaps a year and perhaps two, I can’t say. 

Senator Attorr. Did he have any position with these unions? 

Mr. Crotanp. I believe he was the attorney representing the unions. 

Senator Atiotr. Did you know that he represented the unions ¢ 

Mr. Crouanp. Yes, sir. 

Senator Axuorr. Did he dicker with you, or was he part of your 
hustling ? 

Mr. Crotanp. No, sir. 

Senator Atiorr. So as far as he is concerned, he had nothing to do 
With the granting, as far as your knowledge is concerned, or the refus- 
ing to grant this business ? 

Mr. Crotanp. That is correct, sir. 


1 
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Senator Attorr. Now, afterwards, did he perform any services in 
administering this fund that you know of? 

Mr. Crotanp. To the best of my knowledge, I don’t. 

Senator Auxorr. In other words, you paid the money to him, he 
wasn’t part of your hustling, he had nothing to do with the granting 
of the contract, but like the others, you paid it wholly upon the repre- 
sentation of Mr. Levey? 

Mr. Crotanp. That is correct. 

Senator Atiorr. Let’s take this man Samuel Chaiet, an attorney. 
Did you know him before? 

Mr. Crouanp. I don’t think he was an attorney. I didn’t know him 
before. I think he isan insurance man. 

Senator AtLorr. He was not one of the people you hustled for this 
business, was he ¢ 

Mr. Cro.anp. No, sir. 

Senator Atuorr. Did he have anything to do with the granting or 
the giving of this business or the control of the business? 

Mr. Crotanp. I don’t believe he had. 

Senator Atvorr. So you paid him also upon the list that Mr. Levey 
gave you ¢ 

Mr. Crotanp. That is correct. 

Senator Atiorr. And you made the payment to him? 

Mr. Crotanp. That is right, sir. 

Senator Atiorr. Now, let’s take this man Rosenblum, a fine, up- 
standing municipal judge. Did he have anything to do with these 
unions beforehand ? 

Mr. Cronanp. I think he had something to do with the inland ter- 
minal workers, and something to do with the sheetmetal workers. 

Senator Atiorr. Did you know beforehand that he had tieups with 
these unions? 

Mr. Crotanp. No, I didn’t know that before. 

Senator Attorr. Did he have anything to do with the granting of 
the contract or the giving of the business that you knew of before? 

Mr. Crovanp. No. 

Senator ALLtorr. So you made the payment to him completely and 
solely upon the basis of a statement by Mr. Levey? 

Mr. Croxtanp. That is correct. 

Senator Atiorr. And the information you found out about his con- 
nections with the union, or that he might influence the union, did not 
come until after you had paid him money ? 

Mr. Cro.anp. I felt that Mr. Levey was the man that was the main 
influence in the case. 

Senator Atiorr. Now, answer the question with respect to him. 
You had no idea that he had any influence in this matter or anything 
to do with it until you paid him money? 

Mr. Crotanp. That is correct. 

Senator Attorr. And his name never came into it beforehand, nor 
did you hustle him or anything else beforehand ? 

Mr. Croutanp. That is right. 

Senator Atuorr. Let’s take the man Dougherty. 

Mr. Cro.anp. Is it D-o-u-g—is Ed the first name? 

Senator Atitorr. Edward Dougherty. Did you ever hustle him 
before? 

Mr. Cro.anp. No, sir. 





WELFARE AND PENSION PLANS INVESTIGATION 1377 


Senator Atxorr. Did you know that he was connected with the 
union before the contract was given ¢ 

Mr. Crotanp. No, only at the time the contract was given. 

Senator Atiorr. At the time? 

Mr. Crocanpb. Yes, sir. 

Senator At.orr. Was he there to participate in the giving of the 
contract ? 

Mr. Cro.anp. There was a broker involved and he was present and 
signed the application, I believe. 

Senator Atiorr. He is paid, I understand, $75 a week by the fund 
itself; is that correct ? 

Mr. Crotanp. That I don’t know. 

Senator Atiorr. But up to the time that the actual contract was 
closed you hadn’t talked with him, hadn’t promoted him in any way, 
or hustled him to get the business ? 

Mr. Crotanp. Because the broker got the business and the broker 
brought it to me. 

Senator AtLorr. Who was the broker? 

Mr. Crotanp. J. I. Kislak Agency in Jersey City. 

Senator At.orr. Now, do the same facts attend upon Mr. Gruber 
or is there any variation ? 

Mr. Crouanp. The same facts attend on Mr. Gruber except that 
he happens to be an official of another union. 

Senator Atiorr. In other words, Mr. Croland, with respect to 
these particular people and these payoffs, which amount to $30,800 in 
the case of Graver, $11,600 for balk who also was getting paid, I 
understand—we will find that out later—as an administrator or in 
another capacity in the fund, Friedland, $11,500; Chaiet, $10,000; 

tosenblum, $8,500; Dougherty, $6,000; and Sidney Gruber, $40,000— 
which is equivalent to 8 Cadillacs instead of just a measly couple—in 
all of those cases, with 1 or 2 exceptions you made those payments to 
those men as an after-act of getting this business ? 

Mr. Cro.anp. It was made after I had been awarded that business. 
At the time I made them I was informed that I was to pay them, 
but I didn’t know who they were. 

Senator Atiorr. You took the business and then paid people who 
as far as you knew and as far as you know now, never contributed to 
this insurance in any way ? 

Mr. CrouanD. I cannot testify to anything they did with that. 

Senator Atnorr. As far as you know? 

Mr. Crotanp. As far as I know, I can’t tell. 

Senator Attorr. Except as you have connected them specifically 
here, of course. 

Mr. Crouanp. Yes, sir. 

Senator Atrerr. I say with that exception. In other words, you 
were a party to a direct payoff, contrary to the terms of your broker- 
age agency and contrary to all principles and ethics of the insurance 
business; weren’t you? 

Mr. Crotanp. Well, I was informed that these people were going 
to do something, but I didn’t know what they were doing and that I 
would have to pay an administration fee. 

Senator Arvorr. All right. You paid? 

Mr. Cronanp. Yes, sir. 
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Senator Atnorr. You paid not once, but you paid many checks. 

Mr. Crotanp. That is correct. 

Senator Atiorr. Let’s pass up the first checks you paid. You paid 
the second and third time. Did you ever inquire as to what services 
these people were performing ? 

Mr. Crotanp. No, sir. 

Senator Atiorr. Shouldn’t that have warned you that you were 
already enmeshed in a filthy, rotten business that no self-respecting 
businessman should have been connected with ? 

Mr. Crotanp. I said just a little while ago that after 3 years, I be- 
came convinced that something was wrong, but I didn’t know what. 

Senator Arzorr. Let’s take 1 up the other aspect of this matter. The 
other aspect is that you were paid premiums by the various funds, and 
according to the testimony this morning—and if this is not true, | 
want you to comment on it—you reduced the number of people who 
were covered, and in effect broke faith with your insurance company, 
and also with the people who were paying you the premiums. Is that 
true or not ¢ 

Mr. Crotanp. I reduced the amount of money I got by 6 percent, 
roughly speaking, and that was under the instructions of the man who 
gave me the case—in other words, that is where I got the money from 
in the first place. 

Senator Atiorr. Mr. Levey? 

Mr. Crotanp. That is right. 

Senator Antiorr. All right. Nevertheless, you violated your agency 
contract with the Continental Assurance Co. when you did it: didn't 
you? 

Mr. Crotann. Now, I say yes. Then, it didn’t seem so. 

Senator Attorr. Well, all I can say, Mr. Croland, is that Sing Sing 
is filled with people who thought the same way. What right or what 
justification can you possibly give, even now, for thinking that you had 
a right to retain 6 percent, 5 percent, or any amount of those premiums 
which were paid to you to pay over to C Yontinental ? 

Mr. Cronanp, At this point I can’t justify it because I paid it twice. 

Senator Doveras. Did he pay it twice? 

Senator Arvorr. Yes, he paid it twice. He paid it out, if the testi- 
mony is right, to these hoodlums, whoever they are, and he also had 
to pay it back to Continental. He paid it twice, all right. 

Now, however, the fact is that.this is the same as reducing the cover- 
erage of the employees by 6 percent; isnt’ it? A certain amount of 
money will buy so much insurance. You reduced the amount of that 
money by 6 percent so you either reduced the number of employees 
covered by 6 percent, or you reduced the amount of coverage they 
could obtain by 6 percent ? 

Mr. Crotanp. It would have that effect; yes, sir. 

Senator Atiorr. Where did you get acquainted with Mr. Levey ? 

Mr. Crozanp. I can’t recali the exact time, or place, but I had 
known him about a year. 

Senator Atiorr. Do you know whether or not Mr. Levey got any 
of the money that you were paying to these respective individuals? 

Mr. Cronanp. Not to my cnowledge. 

Senator Attorr. Well, are you saying in effect that he didn’t get 
it, to your knowledge? Is that the implication ? 
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Mr. Crotanp. I couldn’t say that he did or didn’t, because I 
honestly don’t know. 

Senator Atuorr. What did Mr. Levey have which enabled him to 
control all of this insurance, and what force did he have which could 
cause you, an apparently respectable, honest businessman, to violate 
the law in this way and to violate your trust with Continental As- 
surance Co. ? 

Mr. Crotann. Well, it was a sequence of events. I just stated be- 
fore that I had worked on this for some time. 

Senator Atxorr. Let’s go back to that. Whom did you work on? 

Mr. Crotanp. Whom did I work on ? 

Senator Anxorr. Yes. 

Mr. Crotanp. Through Mr. Levey. 

Senator Auuorr. Who else? 

Mr. Crotanp. That is all. Occasionally I was furnished informa- 
tion by Mr. Zalk, who was the administrator, certain information I 
needed, in order to give a quotation. 

Senator Atxorr. I might add—Mr. Chairman, do you want me to 
pursue this ? 

Senator Dovetas. Yes. It has been very good. 

Senator AtLorr. Now, what connections did Mr. Levey have which 
enabled him to exert sole control over the disposition of this business ? 

Mr. Crotanp. That I don’t know. 

Senator Atxorr. At the time you made these payments, or were 
told that you would have to make these payments, did you ask to 
whom these payments would be made? 

Mr. Crotann. No; I was told at that time that I would be informed 
as to who would get the money. 

Senator Atxorr. Did you ask what functions these people were to 
perform ? 

Mr. Cronanp. No, sir. 

Senator Autxorr. Did you ask if they were to handle claims or 
handle part of the administration ? 

Mr. Crotanp. No; during the negotiations it was established that 
the administration officé would handle claims. 

Senator Atiorr. And you took the business blindly in that respect 
and agreed to do it? 

Mr. Crouanp. Yes, sir. 

Senator Atiorr. Then in order to make good the 6 percent, you 
illegally confiscated part of the money belonging to—— 

Mr. Green. May o_o 

Senator Atxorr. I will finish my question and then you may object, 
sir—confiscated part of the money belonging to the insurance com- 
pany ? 

Mr. Green. I would like to enter an objection. 

Senator Dovecias. Would you identify yourself for the record, 
please ? 

Mr. Green. I am Israel B. Green, of the firm of Green 

Senator Auuorr. To save all the trouble, I will withdraw the 
question. 

Mr. Green. May I make this observation: I have sat here under 
great control. You have a layman here and each of your ques- 
tions 

Senator Atnorr. I can’t hear your questions. 
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Mr. Green. Each of your questions tested by legal standards is 
loaded with a lot of legal conclusions and you are ‘asking this lay- 
man to implicate himself. I know that there have been words like 
“embezzlement” thrown around in this case. I know that you gen- 
tlemen are trying to do a public service. I was rather greatly im- 
pressed yesterday with the statement of your chairman and your 
counsel that you were not here to scalp anyone but to ascertain facts. 
But to call this embezzlement, gentlemen, to call this embezzlement, 
in the face of the facts, as they appear to you, and as you gentlemen 
know them, and as you have said or stated those facts in your interim 
report, I respectfully suggest is being grossly unfair to these people. 

Senator Doucias. May I ask you a question ? 

Mr. GREEN. Yes. 

Senator Dovetas. What would you call these acts of withholding 
$164,000 of premiums due the company and not telling the company 
what you are doing ? 

Mr. Green. I don’t think it was embezzlement. You can call it 
lots of things that go on in business. 

Senator Doveias. What would you call it? We are here without 
any large dictionary. 

Mr. Green. Embezzlement is a criminal offense, gentlemen. It 
means a criminal intent and to prejudge this situation, to use the 
word “embezzlement,” without giving this gentleman an opportunity 
to be heard and to explain—the | press can pick it up, and aes peo- 


ple with embezzlement, which means a criminal intent when this man 
was merely trying to get business for his principal, when in former 


occasions they had approved deductions of this sort, and this man in- 
tended that, in the normal course of events, he might get them ratified, 
when they had a broad discretion in business—to call that embezzle- 
ment, gentlemen, I think with all due respect is a misnomer. 

Senator AtLorr. Mr. Green, I invite you to sit alongside your client 
there. You are perfectly free to object to the form of any question I 
ask him. 

Mr. Green. I do not want to do that. I hope you will restrain 
yourself. 


Senator Doveras. I think in justice to your client, Mr. Green, you 
should sit beside him. 


Mr. Green. I think that is all. I have never seen anything like 
it. 

Senator Doveias If you don’t wish to sit there, you needn’t 

Mr. Green. I shall be very glad to sit and do the best I can. 

Senator Doveias. What we want to do is give you the opportunity. 

Mr. Green. But to load these questions with implications when 
the facts are known to you in other cases—and this was a common 
practice—I submit it isn’t fair to this layman. 

Senator Atxorr. Mr. Green, I would like to join you in your right- 
eous indignation, but all of my indignation lies on the other side with 
the people from whom this money was taken and who thought they 
were buying something, who thought they were getting something 
for it, and found instead that it was taken surreptitiously from the 
sources to which it was supposed to go and given to a bunch of people, 
for what purposes we do not know, and that is what I am trying to 
find out. 
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Mr. Green. I want to say 

Senator AtLorr. Go ahead, sir. 

Mr. Green. I thoroughly am in concurrence with the purpose of 
this committee. So is Mr. Simons, so is this witness, but you are 
dealing with a situation, nobody is being fooled—everybody knows 
what the prevailing practices are. These people were trying to make 
a living, and to earn it by premiums working for insurance companies, 
and to call this embezzlement, I submit to you, gentlemen, is a mis- 
nomer. 

Senator AtLorr. I might refer to it as larceny if that will help you 
any. 

Mr. Green. It isn’t even that because when you use a felony term, 
sir, as a lawyer you know it means criminal intent, and you know 
perfectly well there was no criminal intent and there was no defal- 
cation. 

Senator At.orr. It is not for me to try this man here. I believe if 
you want to ask for my opinion, you have made the statement that I 
know perfectly well there wasn’t, and I have perfect confidence from 
what I have heard here so far that he did have, criminal intent. Now, 
you have raised the issue. 

Mr. Green. I think that is outside the scope of your function and 
I think you ought not to make a statement of that kind. 

Senator AtLorr. You raised the issue. 

Mr. Green. You raised it. 

Senator AtLorr. I submit that everything here indicates that there 
was. I don’t want to try this man here, but all I want is to bring out— 
and this has been the type of thing in these hearings which has stumped 
the committee—that we are trying to find out what forces there are, 
what sinister forces, if I may say it that way, which enable one man 
to control millions of dollars worth of insurance, and to use these 
millions of dollars in payoffs, which are going on all over the country, 
and that is the real purpose of this thing. 

Mr. Green. This man has helped you and he has given you the facts. 
He has given your investigator the facts, he has told the truth to the 
depth, but to call this erhbezzlement, I submit to you, gentlemen, you 
know better. You know what the facts were. There was no embezzle- 
ment. 

Senator Douetas. Can you suggest a better term ? 

Mr. Green. I don’t care what you call it. You can call it with- 
holding, you can call it a violation of the fiduciary duty of a general 
agent, without getting the approval of his principal, but from former 
experience in approvals that this company ae made, that was anxious 
to get the business, and you heard from their executives, to call this 
embezzlement 

Senator Dovetas. Will you write out some of these terms for us? 

Mr. Green. I think it would be a very proper thing if I may suggest 
to you gentlemen—and I know that you are men of honor and you 
don’t want to have this stigma of the type of investigation which has 
been prevalent—by Senate committees to remove that term from this 
case. You can call it withholding, you can call it fiduciary breach, 
or anything of that sort, but I am sure that neither Mr. Simons nor 
the company itself regards it as embezzlement. 
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Senator Doveias. Would you write out these alternative terms? 
In the meantime, Senator Allott, will you proceed? I know your 
cross-examination has been perfectly well intended. 

Senator Atxorr. As I stated, it 1s not my intention to judge that 
man. I call it by what it appears to me. 

Mr. Green. I am not approving of these terms. 

Senator Anxorr. It will be for some one else to decide what this 
man is guilty of, if anything. 

Now, Mr. Croland, your attorney has just made the statement that 
you were authorized in other cases to make such deductions. 

Mr. Crouanp. Yes, sir. 

Senator Atuorr. By the company. 

Mr. Crouanpn. Yes, sir. 

Senator AtLorr. Now, the company did not know that you made 
these particular deductions, and although this figure may not be ex- 
actly accurate, I will use the figure of $164,000. It may be a little 
more or less. 

Mr. Crotanp. That is correct. 

Senator Attorr. What figure would you use? 

Mr. Crotanp. This doesn’t seem like $160,000. It would be a lot 
less. 

Senator Atuorr. $160.000 2 

Mr. Crotanp. No. The figure we have always had under discus- 
sion was $86,000. 

Senator Atiorr. Well, the other man with the insurance company— 
not Mr. Rinker, but Mr. Inskeep—said $164,000, I believe, this 
morning. Anyway, you know the figure that we are talking about. 

Mr. Cro.anp. Yes, sir. 

Senator Atiorr. You know the fund that we are talking about? 

Mr. Cronanp. Yes, sir. 

Senator Atxorr. Now, had your company ever given you authority 
to deduct such sums from premiums which came to you without tell- 
ing them about it? 

Mr. Crotanp. No. I can’t think of any specific authority given 
to me. However, there have been situations where remittances were 
made with their knowledge. I can’t think of any deductions author- 
ized by them. 

Senator At.orr. Now, let’s take that word “remittance made with 
their knowledge.” 

Mr. Cronanp. Yes, sir. 

Senator Atiorr. Now, will you expand that and tell me what you 
mean by it? 

Mr. Crotanp. On a number of occasions, dividends were paid 
with our check and their knowledge. 

Senator Atuorr. And what? 

Mr. Crotanp. And their knowledge. Of course, we took credit 
for that amount in our remittance of premiums to them. 

Senator Atxorr. Dividends were paid from your account? 

Mr. Crotanp. I don’t know whether you call it my account. The 
account of the company. 

Senator Attorr. The company’s account ? 

Mr. Cronanp. No. It would be from moneys that were due them. 
In other words, if we owed them a certain amount of money we 
would deduct. 
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Senator Atiorr. So from money that you did owe them you oc 
casionally deducted some in remitting it to them, but never in your 
entire life did you have any expe ‘rience where you took out, without 
notifying them, or without asking them, money to pay a bunch of 
people who had no part or no parcel of a given policy, did you? 

Mr. Cro.tanp. That is correct. 

Senator Atuorr. Mr. Croland, as I understand it, the arrangements 
of your firm were that both you and Mr. Simons had to handle checks ¢ 

Mr. Crotanp. That is correct, sir. 

Senator AtLorr. And both of you had to sign them / 

Mr. Cro.tanp. That is correct. 

Senator Atitorr. Did that apply to all disbursements of the company 
or did it apply just to specific classes of disbursements ¢ 

Mr. Crotanp. All disbursements of the corporation. 

Senator Atxorr. Including salaries, office expense, everything / 

Mr. Crotanp. Well, the salary checks could be signed by either one, 
put the other checks had to be signed by both. 

Senator Atvorr. Let’s be specific about this. What checks did not 
come within the category that you both had to sign? 

Mr. Crotanp. Just the salary checks. 

Senator AtLorr. Expense ? 

Mr. Crotanp. No, the payroll account checks. We had separate 
checks for the payroll. 

Senator Atiorr. And either one of you could sign those / 

Mr. Crotanp. That is correct. 

Senator Atiorr. But any of these checks given had to be signed by 
both of you? 

Mr. Crotanpo. That is correct, sir. 

Senator Atvorr. In other words, these checks to each of these men 
I have named were signed by Mr. Simons, as well as yourself ? 

Mr. Crotanp. That is correct. 

Senator AuLorr. Did he ever ask you what these checks were for ? 

Mr. Crotann. No. I can think of no specific instance on these cases. 
There were cases—occasions, shall I say, when he may have asked me 
about a check, but I can’t think of any of these cases where he would 
question. It was the general practice that if a check came up to him, 
my desk was downstairs, and he had his desk up on a platform, and the 
usual practice was to have the girl issue a check and I would sign it for 
her and just drop it in a mailbox, and when someone went upstairs they 
would take it up, and if he saw my signature on it he would auto- 
matically sign it. 

Senator Aniorr. Now, with respect to any of these particular 
sums—and I am going to name these oa over to y ou—Girav er, Zalk, 
Friedland, Chaiet, Rosenblum, Doughe J ver 
have any conversation with him? 

Mr. Crotanp. Mr. Simons? 

Senator Atiorr. Mr. Simons, as to why any of the checks to these 
persons was being written 

Mr. CronaNnp. No, sir. 

Senator AL.Lorr. I want you to think that over carefully before you 
answer. 

Mr. Crotanp. No, sir. We had in addition to the people you have 
just named, something like—and this is just a round number—25 one 
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way or the other, 200 brokers, possibly, that did business with the 
corporation, and he never questioned their checks. 

Senator Attorr. Here is a check—and I will be perfectly willing to 
hand it down to you—or photostat of check No. 7160 of your corpora- 
tion, dated May 6, 1953, for $7,043.57, payable to Marvin Zalk, upon 
which both of your names apparently appear. Do you know the 
check ¢ 

Mr. Cro.anp. I don’t know the check, but you read it and I will 
take your word for it. 

Senator Atiorr. Do you want to hand that to him, please? Do 
you know whether he asked you anything about that check ? 

Mr. CroLanp. No. 

Senator Attorr. Do you mean to say that you carried on business 
and wrote $7,000 checks as a matter of daily occurrence without ever 
discussing what they were for, or how much this man was getting, 
or how well this broker was doing ? 

Mr. Crotanp. We would discuss how well the broker was doing 
on occasion, but at no time did Mr. Simons question checks once they 
had been signed by me. Mr. Simons trusted me implicity, since | 
had the responsibility of producing the business, and servicing the 
business. He never interfered. 

Senator Atnorr. On this check—did you see this check? 

Mr. Crotanp. The one you just handed me? 

Senator AtLorr. Yes. 

Mr. Crotanp. Yes, sir. 

Senator AuiLorr. Did she show it to you? 

Mr. Cro.anp. Yes, sir. 

Senator Atxiorr. On this check I notice that your name appears on 
the bottom line, as secretary-treasurer. Does that still mean that 
you signed it first before he saw it ? 

Mr. Crotanp. That is correct, sir. 

—— and reverse of check No. 7160 were marked “Exhibits 
123-A and —B.”) 

Senator Autorr. Now, to the best of your information, was he 
acting under the impression that this Zalk was a broker or agent? 

Mr. Crotanp. He didn’t know these people. 

Senator Arxorr. Just what part did Mr. Simons play in the insur- 
ance firm besides signing those checks ? 

Mr. Crotanp. Well, he took care of the office as far as I was con- 
cerned, and the broad dealings of the company, and outside of that, 
outside of occasional conferences with some of our employees in an 
effort to establish a program of getting the business, that was the 
extent of his activity. 

Senator AtLorr. Mr. Simons, how long had you known Mr. Cro- 
land before you went into business with him ? 

Mr. Simons. I would say about possibly 5,8 years. 

Senator Atiorr. Had you ever been associated with him in any 
business ¢ 

Mr. Simons. No, sir. 

Senator Atxorr. Or jointly in any business venture ? 

Mr. Sumons. No, sir. 

Senator Attorr. In what 
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Mr. Simons. May I make this correction? You say “associated.” 
Mr. Croland was an independent broker who was placing business 
with the C. J. Simons Co. 

Senator Atvorr. Then you did business with him ? 

Mr. Simons. That is right. 

Senator ArLorr. How long had you done business with him? 

Mr. Srwons. As I say, about 5 or 7 years, somewhere in that 
vicinity. 

Senator Attorr. He was a broker and did business with you as a 
general agent; is that the answer to that ? 

Mr. Simons. That is right. 

Senator Atrorr. Did you see this check for Mr. Zalk? 

Mr. Stmons. No, sir. 

Senator Auvorr. Is that your signature? 

Mr. Srwons. Yes, indeed. 

Senator Atxorr. I don’t suppose you would remember that. specific 
check, but it appears to be a photostatic copy of one of your company 
checks. 

Mr. Stwons. It undoubtedly is. 

Senator Arxorr. Did you know that Mr. Zalk got in the neighbor- 
hood of $11,600 from your company ¢ 

Mr. Stmons. If you tell me that is the amount, I have every reason 
to believe that it is. 

Senator Atiorr. I am not interested in that particularly. What 
I want to know is, when did you first learn that Mr. Zalk was getting 
sums from your company ? 

Mr. Srvons. I think when this inquiry began, that is all. 

Senator Attorr. What about Mr. Graver? 

Mr. Srmons. I don’t even know him. 

Senator Atiorr. What about Mr. Friedland ? 

Mr. Srmons. I have met Mr. Friedland once or twice, I believe. 
That is all. I never had any business dealings with him. 

Senator Anxorr. Well, when you saw unsigned checks totaling 
$11,500 for Mr. Friedland, did it cause you to wonder what you were 
paying $11,500 to an attorney for? 

Mr. Srmons. No, sir. 

Senator Atxorr. You didn’t? 

Mr. Stmons. No; because I had implicit confidence in Mr. Croland 
and, having no knowledge of the circumstances surrounding it, it 
would have meant if I would have questioned these checks that I 
would have had to go into the background of each case in order to 
determine what the circumstances were. 

Senator ALLorr. What about Mr. Sam Chaiet ? 

Mr. Srwons. I never met him. 

Senator Attorr. Mr. Rosenblum ? 

Mr. Srwons. I never met him. 

Senator Atiorr. Mr. Dougherty ? 

Mr. Sraons. I never met him. 

Senator Attorr. Sidney Gruber, who got $40,000 in checks? 

Mr. Srwons. I never met the gentleman. 

Senator Atuorr. And you cosigned these checks with Mr. Croland,, 
and never at any time asked or wondered what services these people 
were performing which would cause them to get such large sums from 
your company ¢ 
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Mr. Srwons. Senator, may I make some explanation as to 
method of operation ? 

Senator ALiorr. Go ahead, sir. 

Mr. Simons. Our organization is completely departmentalized. 
We have a fire department, casualty department, accident and healt! 
department, and so on along the line. All of the men in these various 
departments are responsible for their operations. We do business 
probably with—and this is venturing a guess—600 or 700 brokers and 
have perhaps 1,000, 2,000, or maybe 3,000 accounts. I have never 
taken- 

Senator Atxorr. Did you say accounts / 

Mr. Simons. Direct accounts, which are handled by servicemen in 
the organization. Many, in fact most, of these people I have never 
even met, and so when a check is presented to me for payment, whether 
it be a check of the corporation, or whether it be a check of the 
company in which I hold all of the shares, except qualifying shares, 
and where no one else has any interest, I never, unless something 
strikes me as being unusually flagrant, I never question the checks. 
I sign them as a matter of routine, because were I to do otherwise 
I would lose my entire usefulness to the organization, because I would 
be nothing but a clerk checking on checks. I must assume, gentle 
men, when a check is presented to me for payment that the background 
for it, the arithmetic in connection with it, and all of the circum 
stances have been approved by somebody in the organization. 

Senator ALiorr. Now, according to the way you describe this thing, 
Mr. Simons, you might just as well have had a schoolboy up there 
scribbling your name on these checks, because you never knew what 
they were for at all. 

Mr. Sruons. Well, that is putting it rather baldly. 

Senator Atiorr. Isn’t it the truth? 

Mr. Stmons. It could almost be inferred. I could not do otherwise: 
otherwise I would do nothing whatever in my business. 

Senator Atiorr. When these various checks came to your desk—and 
[ am talking about your general routine method of doing business 
did they have a voucher attached to them ? 

Mr. Srmons. Yes,sir. In most cases. 

Senator Au.orr. In most cases does the voucher tell what the check 
is for? 

Mr. Srwons. It says administration fees, or it would say expenses, 
or it would say commissions. 

Senator Attorr. Have you since this case was first brought to your 
attention reviewed any of the checks to these people I have mentioned, 
and the vouchers, to determine what they said these checks were for ? 

Mr. Srmons. Well, I have reviewed the whole situation with Mr. 
Croland quite naturally. 

Senator Attorr. What do the vouchers say these checks are for? 

Mr. Stmons. I couldn’t remember what they say in any specific in- 
stance. I think generally they either say “commissions” or they sav 
“administration.” | 

Senator Atiorr. Have you reviewed the accounts with each one of 
these men that I have mentioned, Graver, Zalk, Friedland, Chaiet ? 

Mr. Srwons. I have never met these gentlemen on any occasion. 

62033—56—pt. 336 
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Senator Attorr. Have you reviewed the accounts in your office? 
In other words, your office’s dealings with these various men since this 
matter came up, and since you were ‘subpenaed { q 

Mr. Srwons. No. I don’t think I can say that I have reviewed these 
individual items. 

Senator Atsorr. Did you discuss them with our staff members 
when they were there, or did they discuss these particular men with 
you, ask you if you knew them ? 

Mr. Sumwons. Yes, indeed. 

Senator AtLorr. Don’t you think it would have been a rather logi- 
cal thing, since you didn’t know anything about it and didn’t remem- 
ber anything about signing these checks, to say, “Well, by golly, I 
had better find out what we did with those fellows”? Did you think 
about that? 

Mr. Srwons. Yes, sir. I spoke with Mr. Croland and asked him 
What the story was. 

Senator Atuorr. Why didn’t you review your own records? That 
is the best stor y. 

Mr. Simons. We had our accountants do that. 

Senator Axxiorr. I just asked you if you reviewed them and you 
said “No.” 

Mr. Stmons. I didn’t review it; no, sir. 

Senator ALtiorr. Did you review what your accountants reviewed 
then ? 

Mr. Simons. My accountants gave me a report on it. 

Senator Atorr. What kind of a report did they give you? Did 
they tell you how much you had paid Graver? 

Mr. Simons. No, sir; I didn’t ask for that. I didn’t ask for any 
specific amounts. 

Senator AtLorr. What did you ask them for ¢ 

Mr. Simons. I tried to establish in my own mind when this matter 
was drawn to my area as to where the money went, did we keep 

, did Mr. Croland get it, what were the circumstances. I asked 
ae accountants to check on ni in order to determine the circumstances. 
They checked on it and said that so far as they could ascertain, all of 
these deductions that had been made had been paid out to one person 
or another. 

Now, I can’t say I wasn’t disturbed when I learned about the 
situation. Iwas. I was deeply concerned about it, and, of course, 
when I did learn about it I told Mr. Croland that he must go to the 
home office and straighten it out, which Mr. Croland did. 

Now, I felt that there was only one thing to do, and that was to make 
the company whole, and so far as I was concerned, it became only a 
problem of finding out how much was involved, and authorizing the 
company to deduct it from our accounts. 

Senator AtLorr. Now, you admit readily that it was a valid ex- 
isting legal civil obligation which you owed the company; is that 
right ? 

Mr. Stmons. Yes, sir. 

Senator Atvorr. I will ask you if you condone the acts of surrepti- 
tiously, without the knowledge of the company, taking a part of 
the premiums that you collect for the company, and diverting them 
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to people who have no connection with the case at all—in other words, 
who are apparently not producing any services for the case ‘ 

Mr. Simons. The answer is obvious, of course not. 

Senator Auvorr. I think that is all the questions I have for the time 
being. 

Mr. Correr. Mr. Croland, did this thing bother you’ As it was 
described here this morning, you originally told about it for the reason 
that perhaps you might want to sleep better. 

Mr. CroLtann. That is correct. 

Mr. Correr. Is there a slight discrepancy there between the gnaw- 
ng of your conscience and the fact that you would do this in the first 
nstance ¢ 

Mr. Crotanp. As I said earlier, Mr. Cotter, at the time it was done 
if Was a common practice to pay administration fees. 

Mr. Correr. Oh, indeed; but this was more than that, was it not ¢ 

Mr. Crotanp. That is what I paid it out as. 

Mr. Correr. I mean, administration fees could be a very legitimate 
thing, could they not? 

Mr. Crouanp. Yes, sir. 

Mr. Correr. But money paid as bribes, or as looting of funds, or 
any other thing that might be called administrative fees, would be 
vrong, would it not? 

Mr. Green. I object to that question. I think you are asking this 
witness to characterize this transaction to a layman’s- 

Senator Doveias. May I ask to have the question read and the chair- 
inan Will pass upon the question. 

(The reporter read the question.) 

Mr. GREEN. I submit that your question is improperly loaded; that 
lespite the fact that words have been bandied around in this case, 
there isn’t any evidence right now in this particular case, at least 
that I have heard, that there was any corruption, that there was any 
looting. You may say that this may have a tendency to that pur 
pose. That, I think, is the purpose of your committee, and I am 
wholly in accord with it, but to ask this witness to characterize and 
inswer a loaded question, I submit to you gentlemen, as an adminis- 
trative committee, I think it is an improper question. Ask him to 
state the facts. I haven’t objected at all, but I do object to loaded 
questions. 

Senator Doveras. The chairman will rule that the question by Mr. 
Cotter referred to generalities, as to whether such activities were or 
were not legitimate, and did not necessarily stigmatize the witness as 
iaving committed these acts. The Chair will, therefore, have to 
overrule the objection. 

Mr. Green. Would you read the question, please / 

Mr. Corrrr. What I am trying to get at here, Mr. Croland, even- 
tually is, and I will come to the point, were you doing business in an 
atmosphere in your community which made what you did a common 
practice, without characterizing what you did? Let the facts speak 
for themselves. 

Mr. Crotanp. May I ask a question first ? 

Mr. Correr. Yes. 

Mr. Crotanp. I may not understand the question. Are you refer- 
ring to the payment of this administration ? 
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Mr. Correr. Pardon? 

Mr. Crotanp. Are you referring to the payment of the administra- 
tion ? 

Mr. Corrrr. I was trying to get administration fees into their 
proper category. ‘That was the purpose of these general questions. 

Mr. Cro.anp. Yes, sir. 

Mr. Correr. But if counsel feels that there is a suggestion that 
these deals have some relation to, or would fall into some of these 
categories we are talking about, let’s just say—was the practice in 
which you were engaging with respect to this Continental account 
common in your community ? 

Mr. Cro.anp. No, sir. 

Mr. Correr. Had your background and business in the industry, 
or any other industries, prepared you for a feeling that what you were 
doing was proper ¢ 

Mr. CroLtanp. The good that I was doing ? 

Mr. Correr. Read the question, please. 

(The reporter read the question.) 

Mr. Crotanp. At the time it was done I felt it was proper; yes, sir. 

Mr. Correr. And as this practice or these acts you had performed 
bothered you to such an extent, for some reason you went to Conti- 
nental and told them about it; is that right? 

Mr. Crotann. That is right. 

Mr. Corrrer. Had you been carrying this load, this burden, in your 
bosom over all this period without even mentioning it to your partner, 
your 50-percent partner 4 

Mr. Cronanp. I brought up the subject of administration fees, the 
payment of administration fees sometime previous. 

Mr. Corrrer. Pardon ? 

Mr. Crotanp. I brought up the subject of the payment of adminis- 
tration fees, the legality of them, some time previous. Now, I will 
guess as to the time—probably the year prior to this January 1954 
date. It may be even 2 years and, if I may, I would like to refer Mr. 
Simons to the occasion, and ask whether he can remember a letter he 
received as a result of an inquiry made by me on this subject. 

Mr. Srwons. Yes. Mr. Cotter, having my training in the fire and 
casualty business, the idea of paying sums of money to other than 
licensed people was naturally repugnant because we have a very firm 
and fast rule in the ordinary fields of business that no one, except a 
broker or a licensed agent of the company, has any right to share in 
commissions, and so it was disturbing to me to feel that here were 
people who I knew were not licensed—some of them—who were get- 
ting payments in various amounts. The amounts were not important, 
and so on numerous occasions I questioned Mr. Croland about it. I 
said, “Are you sure this is all right?” And, of course, Mr. Croland 
assured me that it was a custom in the business, that all companies in 
the group field paid administration fees and, shall I say, being naive, 
or not understanding the business, I assumed from a general discus- 
sion with other people in the business, I knew that such a practice 
existed. 

However, I could never lay my fingers on anything that would sup- 
port it legally and so, in this discussion I had with Mr. Croland, I 
suggested that he bring it to the attention of the home office. I don’t 
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remember at this time whether he did it or whether I did it, but the 
upshot of it was that the ¢ ‘ontinental transmitted to us a copy of a 
bulletin that emanated from the New York Insurance Department, 
which I think Mr. Suss read into the record this morning. © 

When I read that, it allayed my fears about administration. I felt, 
if the New York department Says that people other than licensed In- 
surance brokers or agents have a right to participate in these 
deals—— 

Mr. Correr. They said what? 

Mr. Simons. If the New York department said that companies or 
agents have the right to pay sums to unlicensed persons in the busi 
ness, who am I to question it? 

Mr. Correr. Did the New York department sanction that ? 

Mr. Simons. Mr. Suss, I believe, read into the record this morning 
a bulletin which I gave to him, which was used as the basis for my 
thinking on it. 

Mr. Correr. Did you get a legal interpretation of that? Has your 
attorney, Mr. Green, seen that letter? 

Mr. Srmons. I don’t know whether he has ever seen it or not. 

Mr. Correr. Did you get advice as to what it meant ¢ 

Mr. Sumons. No. 

Mr. Correr. As an insurance man doing several million dollars 
worth of business a year, didn’t you have a pretty good idea as to what 
it meant # 

Mr. Stwons. I thought that I understood it. 

Mr. Correr. Are you a lawyer, Mr. Simons / 

Mr. Stmons. I am a member of the bar, but I have never practiced. 

Mr. Correr. Has this bulletin been put in evidence? 

Mr. Suss. No. 

Mr. Correr. Did you read all of it? 

Mr. Suss. No. 

Mr. Correr. Mr. Chairman, may I take the time to read the whole 
document, which is a bulletin of the Insurance Department of the 
State of New York, dated July 16, 1952, addressed “To All Author- 
ized Insurers Writing Group Life and Group Accident and Health 
Insurance” ? 

Senator Doucuas. Certainly. 

Mr. Correr (reading) : 

GENTLEMEN: The department has been asked whether it is permissible under 
the New York insurance law for a group-writing company to make or agree to 
inake payments to an applicant, a policyholder or a third party for reimburse- 
ment of expenses incurred in connection with the solicitation, issuance, or ad- 


ministration of the group insurance, or for other purposes related to such group 
insurance. 

In the opinion of the department it is contrary to the provisions of the insur- 
ance law, except to the extent otherwise recognized in the paragraph following, 
for an insurance company to make or for any person to incur on its behalf, any 
payment to the applicant for or the holder of a group insurance policy other 
than as plainly expressed in such policy or any payment for any purpose related 
to or on account of such insurance to a third person who is not a bona fide repre- 
sentative of the insurance company (sec. 113, sec. 204 (2), sec. 209, sec. 221). 

The above paragraph is not intended to prohibit payment or allowances of (1) 
dividends to policyholders, (2) readjustments of rates of premium, based upon 
experience under the policy, which are recognized in sections 204 and 221, and (3) 
reasonable expenditures to persons other than policyholders retained or em- 
ployed by the insurer for services rendered in good faith on behalf of the in- 
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surer which services are normally performed by the insurer and which do not 
represent merely the shifting of functions relating to the administration of the 
group insurance from the policyholder to the insurer. 

The foregoing, of course, does not apply to payments of commissions to 
licensed insurance agents or brokers, policy claims, taxes, assessments, ete., per 
mitted or required by law, nor to payments to any insurer under reinsurance 
agreements. 

Very truly yours, 
RAYMOND HARRIS, 
Deputy Superintendent and Counsel. 

What part of that letter did you say applied to these payments ? 

Mr. Srwons. I refer to the paragraph that relates to payment of 
sums to unlicensed persons for services rendered that would normally 
be, as I recall the language, rendered by the company. 

Mr. Correr. This is No. 3 in this exception paragraph ¢ 

Mr. Srmons. That is right. 

Mr. Correr (reading) : 

Reasonable expenditures to persons other than policyholders retained or 
employed by the insurer for services rendered in good faith on behalf of the in 
surer which services are normally performed by the insurer and which do not 
represent merely the shifting of functions relating to the administration of the 
group insurance from the policyholder to the insurer. 


If we can interpret that the way it reads, then all of these people 
who were getting this money around Newark and New York were 
really working for the Continental Assurance Co. of Chicago, is that 
right? 

Mr. Srwons. Well, I don’t know what interpretation you would put 
on it except to me it seemed that where a company paid an administra- 
tion fee, that this was the basis for its payment. Otherwise, I could 
not see how it could be paid. 

Senator AtLorr. What do you consider an administration fee to 
be, Mr. Simons ¢ 

Mr. Srmons. An administration fee, as I understand it, is a fee 
which is paid to somebody for performing some part of the function 
of carrying out a program. 

Senator Atvorr. Is this letter which Mr. Cotter has just read the 
one you say you have seen and about which you were speaking? 

Mr. Stmons. Yes, sir. 

Senator AtLorr. You place the interpretation and authorization for 
these payments we are talking about, under authority of this letter? 

Mr. Simons. Yes, sir. 

Senator Atxorr. Well, it would require a great deal of naivete to 
believe that. 

Mr. Sroons. Well, gentlemen, as a background to this, when I 
questioned the payment of administration fees, this was the letter 
that was furnished to us. I didn’t dig this letter up from the 
Department. 

Senator Atxorr. I realize that, but how anyone could possibly place 
the interpretation that you place on this letter, I will have to say, is 
beyond me. 

Mr. Suwons. That was the purpose of its being given to me. 

Senator AtLorr. I would like to ask, if I may, Mr. Cotter—I am 


going to have to leave in a few minutes—Mr. Croland about four 
questions. 
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I will say this: that insofar as your own conscience prevailed upon 
you to straighten this up yourself, Mr. Croland, you have my 
admiration. 

Mr. CroLanp. Thank you, sir. 

Senator ALtvorr. And I am not trying to try you here, nor convict 
you here, but I think I want to impress this, that this is the gist not 
only of this case but many others. 

As a member of this firm, you were general agent for an insurance 
company ¢ 

Mr. Cro.tann. That is right, sir. 

Senator Atvorr. That general agency carries with it a financial 
trust, and a fiduciary relationship; does it not 2 

Mr. Crovanp. That is right. 

Mr. Green. That is no question for a layman. I will object to 
that. 

Senator Attorr. You may object to any question that I ask, Mr. 
(yreen. 

Senator Doueias. The Chair will rule that the question of the 
gentleman from Colorado is perfectly proper. 

Senator At.orr. The insurance company for whom you were a 
general agent, to keep it down to two-bit words, never knew that 
you made these subtractions from the premiums that were paid to 
you; did they? 

Mr. Cro.anp. Not until I informed them. 

Senator Autxuorr. The trust funds as a whole, except such persons 
as Zalk, who was connected with them, never knew that you were 
making these payments, and it was from them that you rec eived the 
money, the premiums ? 

Mr. Croanp. I don’t know whether you mean the trust funds. 
The officials, the persons from whom I got my instructions, would 
be some official of the trust fund. 

Senator Atxorr. I thought you said you got them from Mr. Levey. 

Mr. Crotanp. Well, he is one official. Not from all of them. Cer- 
tain ones. 

Senator AtLorr. These funds had trustees; did they not ? 

Mr. CroLanp. That is correct. 

Senator Atzorr. The trustees, as such, had no knowledge of these 
subtractions ¢ 

Mr. Crouanp. I didn’t even meet a great portion of these trustees. 

Senator ALLorr. Your answer is they had no knowledge, then / 

Mr. Cro,anp. No. 

Senator Atorr. Certainly not from you ? 

Mr. Cro.tanp. No, sir. 

Senator Attorr. The employees for whose lives and welfare these 
funds were supplied in the original instance had no knowledge of these 
subtractions / 

Mr. Crotanp. I doubt it very much. 

Senator A.tiorr. The union fare egg itself, as such, had no 
knowledge, and when I say no knowledge, I mean in each instance, 
no knowledge that you gave » them of what you were doing 

Mr. Croianp. That is right. 

Mr. Green. I have no objection to your continuing ad lib in this 
thing, but it has not yet been established that they had no knowledge. 
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He didn’t 


knowledge. 


Senator Attorr. I qualified it specifically, Mr. Green. The point I 
want to make is that this man didn’t give them knowledge. 

Mr. Green. That is right. 

Senator Axtorr. More than that, your own partner didn’t have 
knowledge. 

Mr. CroLtanp. That is correct. 

Senator ALLorr. I mean knowledge obtained from you. 

Mr. Crotanp. That is correct. 

Senator AtLorr. So that all of the people—say you acted in good 
faith—to whom you owed your primary responsibility, your prince ‘ipal, 
the insurance company, the trustees who were supplying you with the 
money, the employers who furnished the money to the trustees, the 
union itself, which made the agreements, the ‘people in the union, 
not one of them had knowledge of these subtractions which you made. 

At least that knowledge was not obtained from you or given by you? 

Mr. Crotanp. Except the head of the organization knew. 

Senator AntLorr. Except Mr. Levey, who was the head of the em- 
ployers’ group ¢ 

Mr. Crotanp. Except certain numbers of these funds. I think I 
said before that he wasn’t the head of all of them. For instance, Mr. 
Suss mentioned a case this morning, and you mentioned it a little 
while ago involving Mr. Dougherty, and he is the head of that one. 

Senator Atniorr. For example, just to break it down more spe- 
cifically for you, even though Mr. Levey represented the employers 
asa whole, as I understand it—is that correct / 

Mr. Crotanp. That is correct, sir. 

Senator Attorr. You never informed any particular employer that 
you were deducting this amount and paying it to these people, did you? 

Mr. Crotanp. No,sir. I did not. 

Senator Atnorr. That is all. 

Mr. Green. I would like to ask a few questions unless you are not 
finished yet, if you don’t mind. I would like to ask 2 or 3 questions. 

Senator Douaias. Now we have got a new issue as to whether a 
witness should have counsel who cannot merely advise the witness 
on the answers which he is to make but whether counsel can conduct 
examination. 

Mr. Green. Mr. Chairman, I would like to say I want to do it 
only because I think that this case has been left in the air. I think 
in justice to these men, I submit, the real responsibility for this great 
job that you are doing must be put at the doors of the people who are 
responsible for it. 

Senator Dove.as. Let me make a tentative ruling on this. I have 
been discussing the procedures of congressional committees. I feel 
some of the people who appear before congressional committees have 
a right to have counsel and they have a right to ask questions. I think 
in order to conserve time, it is not a v iolation of those principles that 
I ask the attorney to put the questions in writing which I will ask 
the witness. 

Mr. Green. I would like you to ask him specifically whether there 
has been any fund embezzled by him or by the corporation. 

Senator Doveras. Now, you are using a word. 





give them any knowledge. .They 


must have had some 
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Mr. GREEN. I am using it because you, Mr. Chairman, used it, you 
counsel used it, and some Senators used it. I just want to ask him 
pointblank. 

Senator Dovecias. Would you write that out ? 

Mr. Green. Certainly. I shall be glad to do it. Very well, I will 
ask two questions. 

Mr. Correr. Would you also add to that whether he knows the 
meaning of “embezzlement” ? 

Mr. Green. That is one of the difficulties of the question, because 9 
layman does not know. 

Senator Doveras. The chairman will ask the staff to get a copy 
of Webster’s Unabridged Dictionary from the Capitol Library. 

Mr. Van Riper. May I interrupt only long enough to ask you if 
we are going to be heard tonight only because, if we are not, I could 
get. the 5: 50 plane on which I have a reservation. 

Senator Doveias. May I say that the committee has been working 
long hours, and you appreciate that we have our obligations, too. 

Mr. Van River. I not only appreciate it, I am willing to suggest it, 
sir. 

Senator Doveias. That we work long hours? 

Mr. Van Riper. No; that you are overworked. 

Senator Doveras. The gentleman from Colorado has to leave. He 
has been here almost all the time. The Senator from Illinois can stay 
until 6 o’clock. It is true, as the eminent attorney from New Jersey 
knows, that if a quorum is not present, as in the Christoffel case, crim- 
inal proceedings may not lie on their testimony, and under the rules 
of the subcommittee, two members constitute a quorum. Only one 
member is here. 

Mr. Van River. Personally, I am willing to waive that if it is of 
any help. 

Senator Doveias. I am sure you would be. Senator Allott thinks 
that, under the rules of the subcommittee, I cannot sit. Therefore, I 
am afraid, gentlemen, due to the fact that—Senator Allott, would you 
wait until I have asked this question ? 

Senator Atiorr. Yes, sir. 

Mr. Van River. Senator, I don’t want to interrupt but if I am per- 
mitted to go, I wonder if I could, so I can get that plane. 

Senator Doveras. I am afraid the answer will have to be that we 
will continue the case until tomorrow. 

Mr. Correr. At 10 o’clock. 

Mr. VAN River. It will be tomorrow morning? 

Senator Doucias. Tomorrow morning. 

Mr. VAN Rrrer. At 10 o’clock? 

Senator Dovceias. Yes, sir. 

Mr. Van River. Thank you, sir. 

Mr. Green. May the record show, Mr. Chairman, that I am sub- 
mitting to you as chairman four questions based on the same premise 
about embezzlement. If you can’t read it, I will be glad to interpret it. 

Senator Doveias. Your writing is better than mine. I believe I 
can read it. 

Mr. Green. Thank you, sir. 

Senator Dovetas. I will ask the four questions. 

Did you embezzle any funds of the insurance company ? 

Mr. Crouanp. No, sir. 
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Senator Doveras. Did your company embezzle such funds ? 

Mr. Crotanp. No, sir. 

Senator Doveias. Did Mr. Simons ever consider these deductions 
as embezzlements? 

Mr. Crotanp. No, sir. HW, 

Senator Dovcias. Did the insurance company ever characterize it 
as an embezzlement ? 

Mr. Crouanp. No, sir. 

Mr. Green. I thank you very much, sir. 

If I could talk for one moment, Mr. Chairman, this committee 
regarded this as embezzlement. I think you would have never sub- 
penaed this witness under the recent decision of the United States 
Supreme Court under the Emspak and Quinn cases, because I think 
you would violate his rights under the fifth amendment. 

* Senator Dovetas. The Chair will read the definition of embezzle- 
ment in Webster’s New International Dictionary. 

Mr. Green. I think you had better get a law dictionary. 

Senator Doveias. On page 835: 

Embezzlement: Act of embezzling, fraudulent appropriation of property by a 
person to whom it has been entrusted, as of an employer’s money by his clerk, 
or of public funds by the officer in charge. Embezzlement differs from larceny 
in that in the former case the property is already in the wrongdoer’s possession. 
EXmbezzlement is now indictable by statute, but under the technical rules of the 
English Common Law it was not a criminal offense, because the possession by 
the wrongdoer was lawfully acquired. 

Mr. Green. I submit by any legal definition, whether it is in the 
Idistrict of Columbia or in any State, there must be a criminal intent. 
I submit, gentlemen, that based upon your knowledge of the evils in 
this industry—and I do not in any sense try to minimize them—I think 
you are going to render a great service to this country, but I hope 
you put the responsibility where it belongs, not upon the man who is 
trying to make a living, to sell an insurance policy, but upon those 
who profit by the system. 

Senator Dove.as. Let me ask you this: are you saying that the level 
of the industry is such that Mr. Croland was merely doing what was 
accepted common practice ? 

Mr. Green. Well, that is the only interpretation I can place upon 
the vast mass of evidence that has been accumulated before this com- 
mittee. Last night before going to sleep, I read your interim report 
and if that doesn’t demonstrate it, I don’t know what does. 

Senator Dovueias. May I say that I think that is unfair to the insur- 
ance industry, on the basis of the evidence thus far produced. We 
have disclosed evils, but I am not yet ready to indict the whole industry. 

Mr. Green. I am not saying the whole industry. It is a very preva- 
lent practice, and I speak with some knowledge of the union labor 
movement in this country. 

Senator Dovetas. Gentlemen, will you return tomorrow morning 
at 10 o’clock? 

Mr. Green. I can’t be here. I thought you were all through with 
this witness. 

Senator Doveias. We thought we were, but if you will return at 
10 o’clock. 

Mr. Green. If you insist upon it, I will have to stay over. 

(Whereupon, at 5 p. m., the committee adjourned to reconvene at 
10 a.m., Friday, December 2, 1955.) 
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FRIDAY, DECEMBER 2, 1955 


Unirep STATES SENATE, 
ComMITTEE ON LABOR AND PuBLIC WELFARE, 
SUBCOMMITTEE ON WELFARE AND PeNstIon FuNDs, 
Washington, Dd. CG. 

The subcommittee met, pursuant to recess, at 10 a. m. in room P-63, 
United States Capitol, Senator Paul H. Douglas (chairman) pre- 
-iding. 

Present: Senators Douglas, Ives, and Allott. 

Also present : Paul J. Cotter, chief counsel and staff director ; Louis 
s. Reed, research director; and Francis X. Plant, chief investigator. 

Senator Doueias. The hour of 10 o'clock having arrived, and 
-lightly past, we will resume now the hearing of yesterday on the 
affairs of Continental Assurance Co. 

I will ask Mr. Simons and Mr. Croland to resume the stand, if they 
will. It is understood that they are still under oath. 

Is Senator Allott here? Senator Allott wished to ask you some 
questions. 


FURTHER TESTIMONY OF CHARLES J. SIMONS, PRESIDENT, C. J. 
SIMONS CORP., NEWARK, N. J.; AND WILLIAM H. CROLAND, GLEN 
ROCK, N. J. 


Senator Atvorr. Are you ready to proceed, sir / 

Mr. Srwons. Yes, sir. 

Senator Doveias. Senator Allott, are you ready to proceed / 

Senator Autiorr. Yes, sir. 

Mr. Croland, when we concluded the examination yesterday after- 
noon, your counsel, with considerable vehemence, protested the use 
by some people—I am not sure whether myself or not—of the word 
“embezzlement.” I want to make it clear that it is not my purpose—I 
will make this clear to your counsel—to try, and I don’t conceive it 
is my duty, to try to convict you of the crime of embezzlement, or of 
conversion, or of larceny by bailee, or anything else. I am interested 
in the facts, and what other people may draw from those facts is only 
incidental to our purposes here. I will say to your counsel, who sits 
with you again this morning, that he is perfectly free to object to 
any question that he thinks is improper, and I would be happy to 
have him do so. 

Let’s go back to this matter—and I might say I would have been 
very prone to drop this yesterday afternoon had it not been for the 
-elf-righteous statements of your counsel—let’s go back to this matter 
of subtractions from the premiums which were paid to you. 
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Now, so that the record will be clear, and so that you will under- 
stand, I use the term “subtractions” to mean those amounts which you 
took from premiums which were supposed to be conveyed to your 
principal, the insurance company, and which were in turn paid to 
other people. I do not use the term “embezzlement” because I want 
you to answer questions and perhaps you might stand on your fifth 
amendment rights on some of those. 

Do you understand what I mean when I say “subtractions” / 

Mr. Cro.anp. I think so. 

Senator Avorr. And you know the funds I am talking about and 
the moneys I am talking about ? 

Mr. Crouanp. I think so. 

Senator Axxorr. It has been said that you had no intent, that there 
is no crime here because there is no intent. Now, let’s analyze this. 
You were to collect premiums from the various trust funds; were you 
not ? 

Mr. Crouanp. Yes, sir. 

Senator ALtiorr. Your role was as a representative of the persons 
buying the insurance, the insured, or was it as a representative of the 
insurance company ¢ 

Mr. Cronanpb. I think it was a dual role. 

Senator Atnorr. Actually you have a contract of agency with the 
insurance company ; do you not ? 

Mr. Crotanp. That is right. 

Senator Atiorr. And you are aware of that. You knew that there 
was such a contract in existence / 

Mr. Cro.anp. Yes, sir. 

Senator Ives. I don’t like to interrupt, Senator Allott, but may I 
get one thing clear here? Are youa broker also / 

Mr. Cronanp. Yes, sir. 

Senator Ives. Well, there is a dual capacity in that case. The broker 
represents the insured, the client primarily. An agent repr esents the 
principal. Isn’t that correct, generally speaking, in insurance 

Mr. Crotanp. That is correct. 

Senator Ives. I just wanted to get that cleared up. 

Senator Atrorr. Thank you. And in some of these cases you acted 
as broker and in some as agent ? 

Mr. Crotanp. That is correct. 

Senator Atxiorr. In some of these 13 cases we have talked about, I 
think you acted in both capacities: did you not ? 

Mr. Croianp. I really can’t say. 

Senator Atxorr. I don’t mean acted—well, yes, that would be true 
that you did act both as broker and agent in some of these cases ? 

Mr. Crotanp. I am trying to think of the names of the cases. If 
you would just give me a moment, maybe I can remember. Yes. I 
think in a few cases I acted in both capacities. 

Senator Atiorr. Now, you stated yesterday you had no authority 
to deduct any of this premium, and you did not have any such au- 
thority from the company, either expr essly at any time either by word 
of mouth or in writing; did you? 


Mr. Crotanp. Not beyond the precedent, as I related yesterday, set 
by the company. 


Senator Atiorr. But that was an entirely different situation, where 
you retained moneys owed to you by the company out of moneys owed 
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vy you tothem. That is an entirely different situation from the re 
\ission of premiums. 

Mr. Crotanp. Senator, I was referring to the cases where the com 

iny allowed the 6 percent administration over and above any fees 

ud to us. 

Senator Atvorr. All right. Now, you did in one manner or another 

ecrease the premiums by 6 percent / 

Mr. Crotanp. That is correct. 

Senator AtLorr. And remitted 6 percent less to the insurance com 

iy than you received; is that right / 

Mr. Crotanp. That is correct. 

Senator Atyorr. And I assume that it is your position, then, that 
because you did not retain that 6 percent for your immediate cash 

se, that there was no intent? 

Mr. Crotanp. That is correct. 

Senator ALLotr. However, you did use that money as a valuable 

nsideration for yourself, which was the payment of rakeoffs, o1 

itever you want to call them, to people who had nothing to do 
ith the policy for the purpose of procuring and retaining the policy 
for your company; didn’t you? 

Mr. Croianp. The instructions, as I related yesterday, were re- 
eived by me from the person who had awarded the contract to me 
and, as far as I was concerned, he was the man who was instrumental 
in seeing that I was paid the money in the first place. 

Senator Autiorr. [ will agree with you, Mr. Croland, that the role 

of Mr. Levey in this thing 1s not one to cause a person to have great 
faith in human nature, but it doesn’t lessen the fact that you went 
out- and purchased illegally and unlawfully, under most insurance 
codes that I know of and certainly the ones under which you were 
operating, influence to control this insurance, didn’t you? 

Mr. Cronanp. I didn’t purchase the influence. The influence 
said, “Here, you take this money.” 

Senator Dovenas. Mr. Levey ? 

Mr. Crouanp. Yes, sir. It was his money. By “his” I don’t mean 
\is personally. 

Senator Dovenas. It was his money ? 

Mr. Crotanp. I say when I say “his” I don’t mean his personally, 
but I mean the group that he represented. 

Senator Dovucias. It was the insurance company’s money, was it 
not? 

Mr. Crotanp. Before it got to them. 

Senator Auiorr. I am as much perturbed, Mr. Croland, in this 
thing by your complete lack of conaibitite about what you have done, 
is Lam about anything else. 

Mr. Crotanp. Senator, may I say something here—— 

Senator Atxotr. Yes. 

Mr. Cronanp. In regard to that? I made a statement yesterday 
that at the time it was done, it seemed right. I also said to you that 
looking backward, I don’t think it was the right way to do it. I 
say that at the time I was doing it I had this precedent of the com- 
pany allowing 6 percent, I had every confidence that the company 
would back me up on this deduction of 6 percent. We had been 
operating—well, just like the home office would operate. We did the 
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complete, how shall I say, the handling of this business was complete 
from the beginning to the end by our office. 

Senator Auorr. Well now, in these cases you were operating under 

general agent’s fee of 23 percent the first year? It was graded? 

Mr. Crouanp. Yes, sir. 

Senator Atiorr. And 6 percent for renewals? 

Mr. Cro.anp. Graded; yes, sir. 

Senator Artorr. And your brokers were operating under 20 and 5 
percent graded / 

Mr. Crotanp. That is right, sir. 

Senator Atuorr. And, of course, in those cases where you did not 
have a broker you were collecting the full fee; is that correct ? 

Mr. Crotanp. That is correct. 

Senator Atuorr. And in addition to that you were operating under 
a 4-percent administrative fee; were you not / 

Mr. Crotanp. That is right, sir. 

Senator AtLorr. Iam talking about these specific cases. 

Mr. Crotanp. In these specific cases, there are some—by some, I 
don’t know how many—from which the 4 percent was eliminated at 
certain times. I can't give you the dates because I don’t have the 
records. 

Senator Atiorr. If it was eliminated then you were certainly put 
on notice that the company wasn't going to allow any further admin- 
istrative fee; weren't you / 

Mr. Crotanp. That is correct, and I think that happened in 1955 
yr 1954. 

Senator At torr. Now, in addition to this, your company was receiv- 
ing from a 2- to 10-percent contingent fee on some of these policies, 
if not all of them—which was it; all of them ¢ 

Mr. Crotanp. No, sir. 

Senator ALtLorr. Part of them ? 

Mr. Crotanp. Not in the certain cases that we have been speaking 
about. 

Senator At.orr. Not in these 15 cases ? 

Mr. CroLanp. No, not in the largest of the 13 cases. 

Senator AtLorr. Not inthe largest of them ? 

Mr. Crotann. That is right, sir. 

Senator Atxorr. At least in some of these 13 cases you were still 
receiving—in fact, all except 4 cases—— 

Mr. Crotanp. That may be so. 

Senator ALLorr. You were receiving from a 2- to 10-percent con- 
tingent fee on top of all of your other fees dependent upon the risk 
experience, weren't you / 

Mr. Crotann. That is right. 

Senator Attorr. Now, I want to read certain matters to you from 
the interim report of this committee, of the 83d Congress, when the 
committee was chairmanned by Senator Ives on my left. on the average 
of 79 companies in this same field: 

The effect of such commission payments was to reduce the dollars available fo. 
benefits and deprive employee beneficiaries of protection rightfully theirs. Table 


& contrasts the breakdown of the 1952: group-insurance-premium dollar and in 


one high-commission company with the premium-dollar breakdown for all com- 
panies writing union group business. 
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Now, table 6—I won't pay any attention to the single company 
because it isn’t applicable to my point—shows the average of the 79 
companies and the average for ‘claims was 79.5, dividends 8 percent, 
retentions, which included commissions and fees, 12.5 percent, and 
commissions, 3.4 percent, and fees, nine-tenths of 1 percent. 

All of the insurance companies reporting paid out about 87.5 per 
cent of their premium income in claims or dividends and rate credits 
to saliebieabdoes. Then, skipping down to paragraph D, still on 
page 23 : 

The typical service-fee arrangement will provide for a 1- to 3-percent payment 
(or premium reduction) to the policyholder for the performance of certain 
specified duties, usually issuance of certificates to beneficiaries, maintenance of 
eligibility lists, payment of claims, and, particularly with welfare funds, con 
solidation and submission of premiums covering the employees of a large numbe 
of small employers. 

Now, in conformity with the compiled experience of these 79 com 
panies, the money taken out of this policy, exclusive of the money that 
I say you subtracted, was excessive in comparison with the experience 
of 79 other companies, wasn’t it? 

Mr. Crotanp. You are referring to the 6 percent ? 

Senator ALLorr. No; exclusive of that. Not including that, because 
in this case you were getting not only your 23 and 6, but you were also 
getting a 4-percent administration fee and a 2- to 10-percent con- 
tingent fee, dependent upon the risk. 

Mr. Cro.anp. mane I go into the contingent fee and the 4 percent / 

Senator Atuorr. I don’t mind your doing that, and I don’t mind 
your explaining it, but I want you to answer my question first. 

Mr. Crouanp. I say no, because of the services rendered to the 
policyholder by our office. 

Senator Attorr. What services could you possibly have rendered 
which are not included in the last quot: ition that I read to you! This 
says here: 
for the performance of certain specified duties, usually issuance of certificates 
to beneficiaries, maintenance of eligibility lists, payment of claims, and, particu 
larly with welfare funds, consolidation, and submission of premiums covering the 
elployees of a large number of small employers. 

What services could you render beyond that ? 

Mr. Crotanp. The same services, but I maintain ours were more 
efficient than the average, and in connection with that I would like to 
point out that I believe you quoted a 79 loss ratio; is that right / 

Senator Atiorr. Claims. 

Mr. Crotanp. Our average over 10 years is between 5 and 15 percent 
under that. 

Senator Atiorr. That might well be. You say “ours.” You mean 
the Continental Assurance Co. ¢ 

Mr. Crotanp. I mean the C. J. Simons Corp. 

Senator Atiorr. But this figure includes all companies of all types / 

Mr. Crotanp. That is right, sir. 

Senator Atiorr. You heard Mr. Rinker testify vesterday, did you 
not ¢ si 

Mr. Croianp. Yes, sir. 

Senator Atuorr. That 1 to 2 percent for the handling of all claims 
would be certainly enough in any instance, and you will recall that 
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I had a hard time raising him up to 3 percent on it. Do you remember 
that? 

Mr. Crotanp. Yes, I do. The handling of the claims, however, can 
be confined merely to clerical work, without adding in, shall I say, the 
duty of trying to handle those claims in such a way that the policy- 
holder—not policy yholder—but the individual should get everything 
that is coming to him, but nothing that wasn’t. 

Senator Atiorr. I think you are bandying words, Mr. Croland, be- 

cause in the handling of claims there is just so much that has to be 
done. Some claims are going to be routine, and you know that, don’t 
you ¢ 

Mr. Croianp. That is correct. 

Senator Atuorr. And then there will be a small percent—I think 
Mr. Rinker said maybe as small as 1 or 2 percent—with which you 
will have some trouble. 

Mr. Crotanp. I don’t say we had trouble in a great percentage of 
them. I say we looked over them more carefully. 

Senator An.orr. But no matter how you try to break it down or 
bandy it around there is just so much work connected with the handling 
of claims in any insurance case; isn’t there / 

Mr. Crotanp. That is true. 

Senator Atxorr. In any particular group some or most of them are 
coing to be routine. 

Mr. Crotanpo. The majority of them. 

Senator Atiorr. Just a small part will take checking, perhaps re- 
checking, perhaps others doctor's certificates and things like that, but 
you are “trying to build up here that you did a big amount of work, 
which you can’t do because it just doesn’t exist in the handling of 
claims. 

Mr. Crotanp. Many of the claims being handled routinely, of course, 
don’t require much effort, but I maintain that we look them over 
more carefully. 

Senator Axuvorr. I think the testimony was fairly clear here yes- 
terday that, in a great many instances, all you did was hand out a 
form. 

Mr. Crotanp. In the majority, yes. 

Senator ALLorr. Now, you speak of the administrative duties that 
you were handling in connection with these particular policies, and 
your own justification for paying out these sums of money. If you 
are paying those out for administrative fees, wouldn’t you expect 
that the people who are receiving them would do a great deal of the 
administering of the fund, and also the handling of ¢ I: ims, and every- 
thing else ? 

Mr. Crotanp. I understand that they did do that. 

Senator Atuorr. Then if they did it, you didn’t do it ? 

Mr. Crotanp. I did it in addition. 

Senator Atnorr. Sir? 

Mr. Crotanp. I performed our duties in addition to theirs. 

Senator Atiorr. Iam sorry. I can’t hear you. 


Mr. Crotanp. I performed the duties in addition to whatever duties 
they were performing in their office. 


Senator Atnorr. Did you do anything in most instances except 
approve the draft ? 
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Mr. Crotanp. In the truckers’ case, they received the claim, they 
epared the draft, mailed the substantiating data, together with the 
py of the draft to our office, and at that point it was reviewed 
r office, and I don’t know whether they were 
ephone periodically to release the draft to the ind 
senator Autvorr. I think that is all for the time being. 
senator Dovuauas. I just want to make 1 comment a 
2 specific questions. 
()ne of the features that I find most disturbing about t 
low level of moral standards in obtaini gy and reta 
rance policies, whereas apparently it is thought necessar 
yments for either nonexisting services or only s] 
ces. I do not say that this is characteristic of t 
we have had a large number of instances t 
the fact that it is a matter of very serious conce} 
In this particular case, as we have developed « 
e payments to trustees and attorneys who presun 
e reimbursed for their services. There were pa 
Mr. Sidney Gruber, who was an official of 1 
rs, but had no connection with any of the 
OU TO Roy Ggraver, who was just a plun 
City; $10,000 to Mr. Chaiet, who said that 
money ; and this was apparently thought 
business. In my judgment, th t 
n the industry, and the sooner the | 
ould like to ask. 
About 10 years ago was the jewelry worke! 
Mr. Paul Barry? 
Mir. Crotanp. That is correct, sir. 
Senator Dovucias. Who was Mr. Paul Barry / 
Mr. Crotanp. Mr. Paul Barry’s title, I believe. 
ger, Which meant in charge of the eastern dist: 
e, Continental Casualty. 
Senator Dovuceuias. Continental Casualty 4 
Mr. Crotanp. Yes, sir: That was in 1944. and I believ 


Senator Doveias. Did Mr. Barry give you instructions al 
+} , 


ri 


‘ 
= ii 


Mr. Crotanp. May I go into the case and tell 

ippened 4 

Senator Doue.as. Yes, surely, if you will be concise. 

Mr. Crotanp. Yes, sir. Some time in 1944, a broker came to me and 
said he had a case on which he had an opportunity of bidding. That 
case Was the jewelry workers. I didn’t know enough about welfare 
Jans at that time even to begin to prepare the proposals. 

Senator Doveias. You had handled welfare or group insurance 
before ? 

Mr. Crotanp. No, sir. 

Senator Doveias. You were being broken into the industry in this 

ase ¢ 

Mr. Crotanp. That is correct. I thereupon went to New York 
City, where Mr. Barry was maintaining an office, and introduced 
the broker to Mr. Barry. Mr. Barry at that point said, “I will handle 

from now on and keep you informed.” I heard nothing for per- 
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haps 2 months. Negotiations went on. Every time I would 
him about it he would say, “It is coming along fine.” 

One day I was informed that the case had been closed. I said, “That 
is fine. What are the arrangements. How much commission do | 
get?” He said, “You will be informed.” Being a representative of 
the company, of course, it didn’t bother me. 

Senator Dove.as. You were the representative of the company ¢ 

Mr. Crotanp. Well, general agent. 

Senator Doveias. You were acting in the capacity of general agent 
rather than in the capacity of broker ¢ 

Mr. Crotanp. That is correct, and it was perhaps 2 or 3 months 
after the case had been in force that Mr. Barry handed a list to me, a 
list of names, individuals, and he said, “This is what you are to pav 
to these various people.” 

Senator Doveias. And what were you to pay ‘ 

Mr. Crotanp. Well, I will quote from memory, not having the 
records in front of me. The jewelry case was divided into 3 separate 
policies, there were 3 separate associations involved. In the first case, 
I was told to pay, I believe it was either 2 or 214 percent to the attorney 
of that particular association as administration fee. 

Senator Dovetas. That is 214 percent to each of the attorneys? 

Mr. Crotanp. To each of the attorneys. We have cases 1 and 2. 

Senator Dovuetas. What were they to do in return for this 21 
percent ¢ 

Mr. Crotanp. Administration. 

Senator Dovenas. They were to pay benefits ? 

Mr. Crotanp. No. The benefits were approved in the union office. 

Their function, I believe, was just to collect the premiums from 
their employers. 

Senator Douetas. Didn’t the union do all the administration of 
the benefits ¢ 

Mr. Crotanp. The union processed all the claims. That is the best 
way to put it. 

Senator Doveras. Didn’t they do the administrative work? 

Mr. Cro.anp. Not outside claims. The collection of the premium 
was handled by the various associations. The attorney involved in 
each case supervised the collection of these premiums from the em- 
ployers in his particular association. 

Senator Douegias. Then what else did you pay ? 

Mr. Crotanp. The union itself, the union office received—I don’t 
remember the percentage—I think, either $90 or $100 a week in pay- 
ment for stenographic services, rent, telephone, etc. The wh lll 
involved—I wound up with 3 brokers instead of 1; he gave me a list 
of 2, in addition to the original broker who brought the case to me. 

Senator Doveias. And you paid amounts to these other brokers, 
too ¢ 

Mr. Crotanp. Yes, sir. Since it wound up in 3 different policies, 
the 1 broker had the commission on 1 and his 2 brokers, whom I hadn't 
even met, in fact I didn’t meet them even at the time their names were 
furnished to me. 


Senator Dove as. Who were those brokers and how much did each 
cet ? 
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Mr. Crotanp. I can give you the names, but I can’t remember the 
percentages. 

Senator Ives. Mr. Chairman, may I ask a question ! 

Senator Dovc.ias. Yes, sir. 

Senator Ives. Were these licensed brokers ¢ 

Mr. Cro.tanp. Yes, sir. 

Senator Ives. You know that from the record? 

Mr. Crouanp. Yes, sir. 

Senator Dovucias. Who were these men? What were their names? 

Mr. Crotanp. Frankel & Co., C. W. Bollinger Co. 

Mr. Corrrr. Did companies get this or did individuals? 

Mr. Croianp. Well, there was Bollinger Co., Frankel Co.—my 

ecks were made out to the company they were with. In Mr. 
Bollinger’s case, he was an individual. Frankel is the name of the 
company, but I think the broker’s name is Boehm, I believe. I can’t 
nk of the other man’s name at the moment. 

Senator Dovucias. How much did these commissions amount to? 
Mr. Crotanp. It was a flat amount. I will be guessing, but I think 
was, the first year, 5 percent, but I am not sure. 

Senator Dovua.ias. Five percent each ? 

Mr. Crotanp. Yes. 

Senator Dovctas. A total of 15 percent ? 

Mr. Crotann. No; 5 percent on the individual policy, and th 
on the renewal date, it became less. 

Senator Dovueias. Were the following people given fees by you 
of 214 percent each: Tobias Berger, attorney and employers’ repre- 
sentative ? 

Mr. Crotanp. That is one of the individuals. 

Senator Dovucuas. He received 21% percent or 1 percent? 

Mr. Croranp. I believe he received either 2 or 214 percent. I don’t 
remember which. 

Senator Dovcias. Henry Sperling, employer representative; he 
received 214 percent ? 

Mr. Crotanp. The same as the other, either 2 or 214. 

Senator Dove.as. Are they still being paid? 

Mr. Crouanp. Yes, sir. 

Senator Dovucias. They have been paid for 11 years? 

Mr. Crotanp. Yes, sir. 

Senator Dovucias. Though the union is performing the administra- 
tive work and is being paid approximately $90 to $100 a month for 
doing this? 

Mr. Cro.anp. $90 a week. 

Senator Doveras. $90 a week, pardon me. 

Mr. Crotanp. For doing the claim work. 

Senator Doveias. Now, Mr. Andrew Leredu? 

Mr. Crotanp. Yes, sir. 

Senator Dovcuas. He is the president of Local No. 1, International 
Union of Jewelry Workers? 

Mr. Croxtanp. Yes, sir. 

Senator Dova.as. Did he get 214 percent? 

Mr. Cro.anp. He was paid, but I don’t remember the percentage. 


I am sure it was much less than 214 percent, but I don’t remember the 
percentage. 


en 
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Senator Doveias. You testify that he has been receiving payments? 
Mr. Cro.tanp. Yes, sir. 

Senator Doveias. Has he been receiving payments throughout 
virtually all of this period ? 

Mr. Cro.anp. No, sir. 

Senator Doucias. When did the payments stop ? 

Mr. Cro.anp. I believe at the beginning of 1954. 

Senator Doug.ias. Beginning of 1954? 

Mr. Crotanp. I thinkso. lam not sure. 

Senator Dovugtras. Is that approximately the same time that the 
New York dep: ron declared these payments to be illegal ¢ 
Mr. Crotanp. I don’t know when the New York department did 
that. 

Senator Doveras. I think the record will show it, but you say he 
got less than 214 percent ! 

Mr. Croranp. Yes. 

Senator Dovcias. He got 1 percent? 

Mr. Croranp. I would say it averaged approximately a half 
three-quarters of a percent. 

Senator Dovcias. In Mr. Berger’s case was the work separately 
managed by the employers whom he represented or was that jointly 
managed 4 

Mr. Crotanp. The administration you are referring to / 

Senator Douaias. Yes. 

Mr. Crotanp. He represented im employers, did all of the collec 
tion work. I mean his office did. I don’t think he had anything to 
do——_ 

Senator Doveras. Who paid the benefits ? 

Mr. Cronanp. The union oflice. 

Senator Doveias. Then there is no difference between the Berger 
payments and the Sperling payments / 

Mr. Crotanp. They are two separate funds; yes, sir. 

Senator Doveras. Now, you say that you felt it was all right to 
make these payments of $164,000 because Mr. Levey told you to make 
them ? j 

Mr. Cronanp. Yes, sir. 

Senator Doucias. Mr. Levey represented four associations of truck- 
ing employers or three associations of trucking employers and the em- 
ployers of salesmen and mechanics, but these premiums which you 
withheld were on policies in some 12 or 13 groups. How did you think 
Mr. Levey could control policies in these other eight groups with which 
he was not connected ? 

Mr. Crotanp. I don’t know whether he controlled them, but he was 
instrumental in helping me get the business. 

Senator Doveias. Because he got the business, you thought he could 
dictate where these withheld premiums were to go ? 

Mr. Crotanp. Well, of course, now, I am getting into generalities, 
and I may make a statement which m: ry not be correct. You say four 
cases ¢ 

Senator Doverias. He was the employer's representative in four of 
these cases: The trucking employees’ fund of north Jersey, affiliated 
truckers trustee fund, true ‘king employees of Passaic and Bergen 


Counties welfare fund, salesmen’: sand mechanics’ welfare fund. There 
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were at least eight other funds. How did you think that the 
though a large tail, could wag the dog ? 

Mr. Crotanp. I don’t believe that Mr. Levey, or I said that M: 
Levey is the one that dictated all of them. 

Senator Doveras. But he told you to make payments of $164,000, 
ind you made them, out of withheld premiums, and unbeknown to the 
nsurance comps ny. 

Mr. Crotanp. He didn’t tell me to hold out $164,000. He referred 
to the payment of 6 percent in the cases, the tru: — cases 

Senator Doveias. What you are trying to do now is to intermingle 
the 6-percent commissions authorized by the company with this $164, 
000, which was not authorized by the company . Are you saying that 
Mr. Levey dictated the 6-percent commissions authorized | yy the 
company / 

Mr. Crotanp. No, sir. 

Senator Doucias. Well, then, you are referring to the withheld 
premiums, are you not 4 
~ Mr. Crotanp. I am referring to the—yes, sir. 

Senator Dovcias. What I am trying to say is that here is this m 
connected with only 4 of these funds telling you to withhold premiun 
from at least 12 or 13 of the funds, amounting to $164,000, and you 
vithhold them and distribute them to Tom, Dick, and Harry. How 
did Mr. Levey have this magic power to control funds with which he 

as not connected / 

Mr. CROLAND. Well, J think I may bring up one of the cases that 
you have—one of the number of ¢ ases, and I te stified here ve sterday 
on one particular case, I think it was the Tri-County case—I think 

listed under adjustments of $24,000. I think I made the statement 
yesterday that—someone asked me, “Where did you receive instru 
tions?” and I said, “The instructions came from Mr. Dougherty.” J] 
think I made that statement yesterday. . 

Senator Dovcias. Were there other people than Mr. Levey who 
told you the payments that you were to make / 

Mr. Crotanp. ¥es. 

Senator Doveias. Who were they ? 

Mr. Crotanpb. In the Tri-County case—— 

Senator Dovcias. Speak very slowly and distinctly. 

Mr. Crotanp. In the Tri-County case it was Mr. Dougherty, I th 

is. 

Senator Doucias. Who is he? 

Mr. Crotanpb. He is the trustee of the Tri-County Welfare Fund, 
I guess is the name of it. 

Senator Dovue.ias. Is that Local 867 of the Teamsters Union ? 

Mr. Crotanp. I think so. I don’t remember the number. I thi 


tibiill 


liix 


sO. 
Senator Doveras. I think that is correct. What did he tell you? 
Mr. Crotanp. He told me to pay administration fees. 
Senator Dovucias. What ? 
Mr. Crotanp. Administration fees on this case to him. 
Senator Dovetas. He told you to pay whom? 
Mr. Crotanp. Himself. 
Senator Doveias. Dougherty told you to pay him 6 percent ? 
Mr. Crotanp. That is correct. 
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Senator Dovetas. Out of the commissions withheld ? 

Mr. Crotanp. Out of the premiums as they were remitted, that is 
correct. 

Senator Doveias. And you paid them without getting the consent 
of the company ? 

Mr. Cro.tanpb. That is correct. 

Senator Doveias. How much did that amount to? 

Mr. Crotanp, I don’t have the figure. I don’t have any records. 

Senator Doveias. I am informed by the staff that the annual 
premium amounts to between $75,000 and $111,000, so if my arith- 
metic is correct, that would be between $4,500 and something over 
$6,000 a year. Is that approximately correct? 

Mr. Crotanp. That sounds like it is right. 

Senator Dovueias. Is Mr. Dougherty in the room? Was Mr. 
Dougherty informed of the fact that his name might be brought into 
the proceeding ? 

Mr. Suss. Yes, sir. 

Senator Doveias. Was he invited to be present ? 

Mr. Suss. Yes, sir. 

Senator Doueias. Again I will say to the staff that you used good 
practice in doing that. 

Now, this is from $4,500 to $6,600 a year for how many years? 

Mr. Crotanp. I don’t remember. I don’t remember when the case 
went in force. 

Senator Dovetas. Pardon? 

Mr. Crotanp. Iam sorry. I don’t remember. 

Senator Doucias. Roughly, how many years, do you think? 

Mr. Crotanp. About ? 

Senator Doveuas. Yes. 

Mr. Crouanp. I would say 4 or 5 years. 

Senator Doveias. Did anybody else ever tell you about payments 
to be made? 

Mr. Crotanp. Offhand, I can’t think of any. 

Senator Dovetas. What about Mr. Milton Rosenblum ? 

Mr. Crotanp. Oh, yes. That was on the sheet metal workers and 
inland terminal workers. 

Senator Dovetas. And who was Mr. Rosenblum? 

Mr. Croutanp. He is an attorney. 

Senator Dovueias. For whom ? 

Mr. Crotanp. Representing both the sheet metal workers and the 
inland terminal workers. 

Senator Doveras. Pardon? 

Mr. Crotanp. And the inland terminal workers. 

Senator Dovetas. That is, he represented two unions, you mean? 

Mr. Crouanp. Yes, sir. 

Senator Doueias. And to whom did Mr. Rosenblum tell you to pay 
the 6 percent ? 

Mr. Crotanp. Himself. 

Senator Dovetas. To himself? 

Mr. Cro.anp. Yes, sir. 

Senator Dovenas. Did you make these payments to him? 

Mr. Crouanp. Yes, sir. 

Senator Dovuaias. How much did they amount to? 
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Mr. Cronanp. I am sorry, I can’t tell you. 

Senator Dovueias. Mr. Suss, will—this is Mr. Suss who testified 
yesterday under oath. 

' Mr. Suss. Mr. Rosenblum informed me that you agreed to pay 
him $3,000 per year, but the actual payments amounted to about $8,500. 

Senator Dovenas. A year? 

Mr. Suss. Total. 

Mr. CroLanb. $8,500 a year? 

Mr. Suss. No, $8,500 total for 4 years. 

Senator Doveias. Did Mr. Rosenblum perform any administra- 
tive services in connection with the sheet metal workers fund and 
benefits ? 

Mr. CroLanp. Whatever services he performed, I don’t know. 

Senator Doveras. Mr. Suss ? 

Mr. Suss. Did he perform any duties? 

Senator Doueias. Any administrative duties in connection with 
this? 

Mr. Suss. Mr. Rosenblum said he performed no administrative 
duties or insurance functions of any nature. He said you retained 
him for legal services and to use his name as good will in labor 
circles. 

Senator Dove.as. Is that correct? 

Mr. Crotann. No. 

Senator Dovuerias. Pardon? 

Mr. Crotanp. No, sir. 

Senator Doveias. Why did you pay these amounts to him? 

Mr. Crotanp. For the reasons stated just a short time ago, Sen- 
ator, that I was to pay him administration fees. 

Senator Doueias. But you were withholding premiums from the 
company, Mr. Croland, without the permission of the company. A 
man would come up to you and say, “Pay me this.” Now, suppose 


X, Y, or Z came up and said, “Pay me 6 percent.” Would you have 
done that? 


Mr. Crotanp. No, sir. 

Senator Dovetas. Well, why did you think that Mr. Dougherty, Mr. 
Rosenblum, and Mr. Levey could dictate the amounts that you should 
pay and not X? 

Mr. Crotanp. Because they were dictating the money being paid 
to me, 

Senator Dovetas. Well, suppose he also had dictated the money 
that you should pay? 

Mr. Crotanp. Then I would have considered them as the one in 
authority. 

Senator Dovexas. In other words, you take orders from anyone 
who comes up and tells you, with a strong voice, to pay out 6 percent. 
You do it? 

Mr. Croianp. No, sir. 

Senator Doveias. What mysterious power did you think Mr. Levey, 
Mr. Dougherty, and Mr. Rosenblum had that you should pay the 6 
percent to them ? 

Mr. Crotanp. They were the ones who were paying the money to 
me. If they were paying me a dollar, I assumed they were the ones 
who could dictate where that dollar could go. 
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Senator Doveuas. Isn’t it true that Mr. Dougherty, as an officer 
of the union, was being paid by the union? 

Mr. Crotanp. So I heard; yes, sir. 

Senator Douc.as. Isn’t an officer of a union paid by a union? 

Mr. Crouanp. Yes, sir. 

Senator Doverias. Shouldn’t he serve that union? Should the 
people on the other side of the table make an extra payment to him? 

Mr. Crotanp. Well, yes, in my opinion. I should say no—well, 
I guess in my opinion I should say no. 

Senator Doveras. Mr. Rosenblum was an attorney for what union, 
did you say? 

Mr. Crotanp. The inland terminal workers and sheet metal workers. 

Senator Doue.as. Isn’t it true he was an attorney for the employers 
rather than the union ? 

Mr. Crotanp. He was an attorney for the union in the Inland 
Terminal Workers, and then on the sheet-metal workers he was on 
the other side of the fence. 

Senator Doveias. He was an attorney for the employers in the 
case of the sheet-metal workers ? 

Mr. Crouanp. Yes, in that case; and then I think he is a represent- 
ative of the union. 

Senator Dove.as. Isn’t it true that you paid Dougherty and Rosen- 
blum these amounts in order to get the sheet-metal business / 

Mr. Crotanp. No, sir. 

Senator Doveias. What did you pay them for? 

Mr. Crotanp. Administration fees. 

Senator Doverias. Was Mr. Rosenblum informed that he would 
likely be reflected upon by testimony here ? 

Mr. Suss. Yes, sir; he definitely was. 

Senator Doveras. Was he informed of the date of the hearing? 

Mr. Suss. Yes, he was. 

Senator Dove.as. So that he has had a chance to come here and 
defend his good name? 

Mr. Suss. He certainly has. 

Senator Dovueias. And he isa lawyer? 

Mr. Suss. He is a lawyer. 

Senator Doucias. So that he knows the seriousness of the situation / 

Mr. Suss. Yes, sir. He is also a judge in the municipal court of 
Bergen County. 

Senator Dove.as. A judge of the municipal court where? 

Mr. Suss. Bergen County, N. J. 

Senator Dovetas. I think I have heard of that county before. 

Well now, Mr. Croland, were you just a Santa Claus in this act, 
dishing out money here and there to make yourself popular with the 
general populace / 

Mr. Crotanp. It certainly seems at this moment that I was a Santa 
Claus, because I paid the money twice. 

Senator Doveras. No. I think you paid it only once. You paid 
the company’s money the first time, so don’t say that you are Santa 
Claus. You were Santa Claus not only at Christmastime but over 
other monthsinthe year. Isn’t that true? 

Mr. Crotanp. That isthe way it appears at this time. 

Senator Doucias. People w ould come up to you and say, “Pay this 
money out,” and you would do it? 
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Mr. Crotanp. Not just people; no. 

Senator Doveias. Well, Mr. Levey, Mr. Dougherty, Mr. Rosen 
blum—and did any others tell you wh: at to pay ? 

Mr. Croianp. I can’t think of any at the moment. 

Senator Doveias. Were there others ? 

Mr. CroLtanp. There may have been. 

Senator Doveias. There may have been. Well, would vou refresh 
vour memory and see if there were others ? 
~ Mr. Cronanp. I tried when you asked me before and I couldn't. 

Mr. Correr. Actually there were a large number of other ones, 
weren't there, Mr. Croland ? 

Mr. Crotann. No, sir. 

Mr. Correr. You only furnished to the staff the names of two, and 
they obtained the names of others from the New York State depart- 
ment list, and some of them were on your check stubs. 

Mr. Crotanp. Yes, sir. 

Mr. Correr. Our list was not complete. We only took a few of the 
names off there; isn’t that correct? 

Mr. Crontanp. Yes, sir. 

Mr. Correr. So this is only part of the picture ¢ 

Mr. Crotann. No. I think you have the complete picture, sir. 

Senator Doveias. Will you swear that there were not others to 
whom you made payments? 

Mr. Crotanp. No. I couldn’t swear to that. 

Senator Doveras. I think that is all. Mr. Cotter? 

Mr. Correr. Maybe some of this has been covered before, but I don’t 
think all of it has. Mr. Simons, what was the volume of your business 
prior to going into partnership with Mr. Croland ? 

Mr. Srons. You mean as far as the generalized business is con- 
cerned ¢ 

Senator Doveras. Yes. How much business were you doing, gross ? 

Mr. Srmons. It would be very difficult to remember figures going 
(or 8 years. 

Mr. Correr. Roughly. 

Mr. Srrons. I would think about $1 million in premiums. 

Senator Doveias. That is in premiums annually? 

Mr. Simons. That is right, sir. 

Mr. Correr. And Mr. Croland, how large was your business ? 

Mr. Crotanp. At what point, sir? 

Mr. Correr. Just before you went in with Mr. Simons. 

Mr. CroLanp. You mean at the beginning of the corporation ? 

Mr. Corrrer. Before. You were in the insurance business before 
you joined together. 

Mr. Crotann. That is right. Well, we joined in 1947. We formed 
a corporation. At that point- 

Mr. Correr. Just before that how much business were you doing? 

Mr. Cronanp. I would say somewhere between a half and three- 
quarters of a million. 

Mr. Correr. In group business or in personal business? 

Mr. Crotanp. Group and personal. 

Mr. Correr. So you brought a lot of group business into this, is that 
right ? 

Mr. Cro.anp. Yes. 
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Mr. Correr. You didn’t have any group business, Mr. Simons? 
Mr. Srwons. Practically none. 


Mr. Correr. Then your group business grew to a high of over 
million ¢ 

Mr. Croutanp. About $2.5 million. 

Mr. Correr. In premiums ? 

Mr. Crouanp. Yes. 

Mr. Correr. I heard you say you paid the money out twice. It 
seemed to bother you. I wonder if that may not be what disturbs 
you more than anything else. You did what you did here to get 
business and maintain business; is that correct ? 

Mr. Croanp. I did what I did because it was the practice at that 
time. The greatest majority of the business, the greatest volume of our 
business, was brought to us by brokers. 

Mr. Correr. They got paid a regular commission, didn’t they ¢ 

Mr. Cro.tanp. Yes; but I didn’t have to do it to get the business. 

Mr. Correr. Then you didn’t do this to get or retain the business ‘ 

Mr. Crotanp. No, sir. It depends. It is a matter of distinction, 
and I am trying to give you everything I know. 

Mr. Correr. Your business grew from a half or three-quarters, 
taking your own terms on the thing, to $2.5 million in the short period 
of 3 or 4 years, or 4 or 5 years. 

Mr. Croxtanp. Eight years. 

Mr. Correr. I think it has dropped off since. I was going from the 
time you began until you say you hit the peak, and you went through 
all these practices, and yet you didn’t do this in order to get business 
or retain business. This was something apart ? 

Mr. Crotanp. The brokers brought the business to us in many, 
many cases. 

Mr. Correr. But why were you taking $164,000 out of the premiums 
that you should have transmitted on to the c ompany, and paying them 
out to Tom, Dick, and Harry, unless it had some relation to your 
business? That would be the only excuse for your doing it, wouldn’t 
it, unless you were putting it in your _poc ket or playing ‘the horses or 
something, which you claim you weren’t doing. 

Mr. Crotanp. That is absolutely so. C ertainly, I wouldn’t do that. 

Mr. Correr. But you won’t say you were doing this to get business 
or retain business ¢ 

Mr. Crotanp. I would be willing to say that the allowance of these 
administration fees certainly helped to retain the business. 

Mr. Correr. I become a little incensed every time you call them 
administration fees, Mr. Croland. 

Mr. Crotanp. Iam sorry. 

Mr. Correr. We recognize what this is. We have conducted investi- 
gations, and I think the facts should speak for themselves. You may 
have been made bold by a settlement with the insurance company 
which permitted business to go on as usual, and called this something 
which it is not. But I think the facts should speak for themselves. 

Now, you paid administrative fees and you paid money from this 
source 

Mr. Crouanp. Yes, sir. 

Mr. Correr. Which you call administrative fees. What is the ag- 
gregate that you paid out? Have you nay idea ? 
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Mr. Crouanp. I have no idea, sir. 

Mr. Correr. We are talking about this $164,000. That gets con 
fused with a lot of these rather exorbitant charges that were put on 
the policy, but which are legal, I guess, and you have no idea what the 
aggregate is ¢ 

Mr. Crotanp. I honestly couldn’t tell you; no, sir. 

Senator Dovucias. Did you pay the 6 percent out on virtually all 
business that you wrote ¢ 

Mr. Croianp. No, sir. 

Mr. Correr. The point I was trying to make is that by doing what 
you did, you increased the volume of your business greatly, and your 
income Was in a very lavish figure, was it not ¢ 

Mr. Crotanp. No, sir. My) pel rsonal income that 1 got from the firm 
| believe would approximate 1 percent of all the premium we handled. 

Mr. Corrrer. That is your take-home pay ? 

Mr. Crotanp. That is right. 

Mr. Correr. You have got stock in this company, haven’t you? 

Mr. Crouanpn. Yes, sir. 

Mr. Correr. Isn’t that going to be worth something ? 

Mr. Crotanp. I don’t know. I never drew any dividends and at 
the moment I don’t know what that stock is worth. 

Mr. Correr. I think that is all. 

Senator Doucias. That is all as far as I am concerned. Are there 
any other questions? 

Senator ALvorr. I have no further questions. 

Senator Ives. No questions. 

Senator Doueias. Thank you, gentlemen. 

Senator Doveras. Mr. Zalk, will you come forward, please? Mr. 
Van Riper, you may come forward, too, sir. 

Mr. Van Rirer. Yes, sir, Mr. Chairman. I would appreciate it if 
the committee would accord me the privilege of sitting as counsel. 

Senator Dove.as. Yes, sir. 

Mr. Zalk, will you give your name and address for the record, and 
your position ? 

Mr. Zatk. Yes. Marvin Zalk, 591 Summit Avenue, Jersey City. 

Senator Dovenas. What is your position ? 

Mr. Zak. I am administrator of the truckers welfare fund. 

Senator Doveras. You are administrator of the truckers welfare 
fund. What welfare funds does that include? Is that the Affiliated 
Truckers Trustee Fund, Inc. ? 

Mr. Zax. Would you like me to name all the funds, sir? 

Senator Doveias. Well, that is one? 

Mr. Zax. Yes. 

Senator Doveras. Does it include that + 

Mr. Zax. Yes. 

Senator Doveras. Does it include the Trucking Employees of 
Passaic and Bergen Counties Welfare Fund ? 

Mr. ZauK. Yes, sir. 

Senator Doveias. Does it include Trucking Employees of North 
Jersey ? 

Mr. ZauK. Yes, sir. 

Senator Doveias. Does it include the Salesmen’s and Mechanics 
Welfare Fund? 

Mr. Zax. Yes, sir. 
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Senator Dovenas. Does it include any other funds? 

Mr. Zax. I also administer the Inland Terminal Workers Welfare 
Fund, where I am removed from the office. There is a girl handling 
it, but I set up the bookkeeping system for it, and supervise the pay- 
ment of claims. 

Senator Doveras. Any other fund? 

Mr. Zatx. That is all, sir. 

Senator Doveias. Will you raise your right hand ¢ 

Do you solemnly swear that the testimony you are about to give is 
the truth, the whole truth, and nothing but the truth, so help you God 4 


Mr. Zax. I do. 
TESTIMONY OF MARVIN ZALK, JERSEY CITY, N. J. 


Senator Dovucnas. Mr. Cotter? 

Mr. Correr. You have heard the testimony here, Mr. Zalk? 

Mr. Zax. Yes: I have. 

Mr. Correr. Do you have any comment to make on Mr. Suss’ testi- 
mony of yeste ae ay rel: ating to you! 

Mr. Zax. I don’t know that Mr. Van Riper wants me to make any 

general comments or just to follow your questioning. 

Mr. Van River. Answer the question, and I think you wanted to 
make some comment, Mr. Zalk, with reference to your ‘denial. 

Mr. Zatx. Yes. I would like Mr. Suss to correct me if 1 am wrong 
in any of this, at any point in this. 

Mr. Suss came into our office with Mr. Dunne either Tuesday or 
Wednesday of one week—I don’t remember what week it was. He 
ame me whether I had received moneys, which I thought he referred 
to as administration fees, and I answered no. He came back—— 

Mr. Correr. But money from Simons or Croland ¢ 

Mr. Zaux. That is right. The way he asked me the question was 
whether I or anybody in the office, I think, had received any adminis- 
tration fees and I answered no. 

Me then—I made an appointment with him, T think, for a Friday. 
[ am not sure, but I think it was a Friday, and he showed me photo- 
static cheeks and asked me if I had endorsed them, and I said I had. 
Ife asked me for what purpose, or why I had received this money, and 
[ told him at that time that I was not prepared to answer him until 
[ looked at my records, and he made an appointment to come back 
next week. 

I think he called, and he came in on a Tuesday, and the reason I 
wasn't prepared to answer him was in my mind I had received moneys 
for commission purposes, I thought, even though I wasn’t a broker. 

Senator ALtorr. You had received money for what? 

Mr. ZaLKx. For commissions, placing the Passaic and Bergen busi- 
ness, and I was not a broker, and in my mind it was an illegality in 
receiving commissions when you are not a broker, and I wanted to 
consult with re before I gave Mr. Suss an answer, and I think 
I told him why I didn’t give him an answer at that time. I told 
him why I had consulted with Mr. Friedland. 

Mr. Correr. How much money was involved here? 

Mr. Zatk. Eleven-thousand-six-hundred-odd dollars. I don’t know 
the exact amount. 

Mr. Correr. When did you receive this? 
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Mr. Zauk. I received part of it in May of 1953, and part of it, It! 
in September of 1953 

Mr. Correr. Would your memory be that hazy about that amount of 
money ¢ 

Mr. ZaLk. It wasn’thazy. It was not at all hazy, sir. 

Mr. Correr. You said you thought you may have received this 
commissions ¢ 

Mr. ZaLk. I don’t think I did. What I tried to express was that I 
had received the money as commissions, not that I thought I had 
received the money as commissions. ‘The reason I was hesitant to 
admit to Mr. Suss for what purpose I had received the money wa 
there was a question in my mind of whether I could accept commissio 
moneys without being a broker, and I wanted to know what wrong | 
did. Ithink I explained that to Mr. Suss. 

Mr. Correr. I see. You didn’t want to tell him at the time until you 
had consulted your lawyer / 

Mr. Zaik. That is absolutely correct. Would you like me to make 
any other comments / 

Mr. Van River. Answer the questions. 

Mr. Correr. In recalling the testimony of yesterday, according to 
your explanation a minute ago, you said earlier you didn’t 
payments until the checks were shown to you. 

Mr. Zaux. He asked me if I had received money as administration 
expense. That is what I understood his question to be. I told him 
at that time that I had not. 

Mr. Corrrer. You didn’t say, “I got some for some other purposes 

Mr. Zak. I received it as commission. 

Mr. Correr. Didn’t you say you received no money in any respect / 
I don’t think we ought to spend much time on this. 

Mr. Zak. I think there was an honest mistake, difference of opinion 
here. 

Mr. Correr. When he came back, you said you did receive the money, 
you cashed the check, and you would have to consult your records 
before you could tell him. ‘Then what happened? Did he see you 
again 4 

Mr. Zatk. Yes. He came in, I think, on Tuesday and I told him 
that I had received the money as commissions. 

Mr. Correr. Is that what you received the money for? 

Mr. Zatx. That was my understanding as to what I had received 
the money for. 

Mr. Correr. As trustee of these accounts, did you place the business 
through Simons and get commissions on it ? 

Mr. Zaux. My function in this thing was this: 

A labor contract was negotiated between employers in the Passaic 
and Bergen Counties area and the local union involved. That contract 
was negotiated prior to December 1, 1952. I knew that it called for a 
welfare payment of 6 cents or 5 cents an hour. I advised the trustees 
of the funds that we had in the office that probably another fund 
would come into the office, and we would allocate the expenses amongst 
the funds. That is the way the office was operated. All the expenses 
were allocated amongst the funds sharing in the office. 

After I had advised the trustees of this, I had occasion to speak 
with Mr. Levey, who was counsel for the employers, and I mentioned 
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to him the number of people that I thought would be involved in this, 
and approximately how much money would be paid in, and he at that 
time told me that he would try and make arrangements for me to be 
named as the broker in the case. I told him I had no broker’s license. 
He said I was not to be concerned about this. 

Mr. Van River. Mr. Cotter, I don’t like to interrupt, and I am 
sure you didn’t mean to misstate the f: ict, but your last question was 
predicated upon the fact that Mr. Zalk was a trustee. He is not : 
trustee. 

Mr. Correr. Thank you for the correction. But you were a full- 
time administrator of these funds ? 

Mr. Zauk. Yes, sir; 1 was employed full time. 

Mr. Correr. What is your aggregate salary for administering all 
these funds ? 

Mr. Za.k. At present it is $10,000 a year, or $200 a week. 

Mr. Correr. And that is also—the expense is alloc ated between the 
funds ? 

Mr. Zatk. That is right, all the funds shared in the office, sir. 

Mr. Correr. Does your office get any administrative fees for doing 
this work ? 

Mr. Zak. You mean outside of myself, sir, money that I received 
this $11,000? 

Mr. Corrrer. No. Is there any money deducted from premiums or 
from the rate for you to per form any function with respect to the 
funds? In other words, is the administration of these funds taken 
out of the contributions paid in ? 

Mr. Zatk. May I describe how it is done, sir, rather than giving you 
un answer ¢ 

Mr. Correr. Yes. 

Mr. Zax. There is a labor contract between the employers and the 
local unions involved, calling for a certain penny contribution, 10 
cents, 12 cents, 14 cents, wh: atever the rate may be. This money is 
mailed into the office weekly, with a report indicating the amount of 
money coming in. The trustees then write an insurance contract with 
an insurance company providing for certain benefits. 

Senator Atiorr. Mr. Zalk, may I interrupt you? I have got to get 
this in order to get a clear picture for myself. Now, how many of 
these funds are you administrator for? |] couldn’t hear you when you 
were giving that testimony. 

Mr. Zauk. There are four funds, sir. 

Senator Atorr. Name them for me. 

Mr. Zauk. Surely. Trucking Employees of North Jersey Welfare 
Fund, Inc., Trucking E mployees of Passaic and Bergen Counties 
Welfare Fund, Inc. 

Mr. Van River. That is not the same as the first one. 

Senator Atiorr. What is the first one ? 

Mr. Zatk. The beginning is the same, Trucking Employees of North 
Jersey Welfare Fund. The second, Trucking Employees of Passaic 
and Bergen Counties Welfare Fund, Inc. The third one is the 
Affiliated Truckers Trustee Fund, Inc., and the fourth one is Local 
560, Salesmen’s and Mechanics Division Welfare Fund. 

Senator Atxotr. I am sorry I interrupted. I couldn’t hear you 
when you gave that answer. 
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Mr. Zax. I don’t remember what I was answering. You had asked 
ine what happened. 

When this money comes into the office, the money is deposited into 
an account, and whatever moneys are necessary for insurance pre- 
miums and office administration are paid out, and at the end of the 
year there is a surplus in the account. 

Mr. Correr. And the administration comes out of the surplus? 

Mr. ZALK. It comes out of normal operating expenses. 

Mr. Correr. Yes. Do you have large surpluses in these accounts? 

Mr. Zauk. In one of the accounts, sir, we have a surplus of $500,000. 

Mr. Correr. Of how much? 

Mr. Zack. $500,000. 

Mr. Correr. How heavy does your administrative cost run on these 
funds? 

Mr. ZauK. I think about 5 percent, 6 percent, somewhere in there. 
That is, including total income against total expenses. 

Mr. Correr. The i insurance company, or Simons & Co., never under- 
took to defray any part of your operations by a deduction from pre- 
miums, by an allowance on premiums, that they would send back 
administrative fees or any other? 

Mr. Zarx. If I understand your question correctly, the answer 
s “No.” We would have had to do the same worl whether they did 
anything or whether they did something, is that w hat you are asking, 
sir? 

Mr. Correr. And the time you received this money from Mr. Cro- 
land or Simons—does that relate to the time that the policy was placed, 
so it would show that it was a commission ? 

Mr. Zax. Yes, sir. The business on Passaic and Bergen Counties, 
sir, went into effect December 1, 1952. 

Mr. Correr. You were quite awhile getting this commission out of 
it: were you not? 

Mr. ZAK. Yes, sir; I was. 

Mr. Corrrer. Why do you think it was necessary to take it out of 
premiums that were apparently illegally withheld from the insurance 
company ¢ 

Mr. Zak. As far as I knew, sir, I didn’t know until yesterday when 
I heard the testimony here that any money had been w ithheld from our 
remittance to the company, because, No. 1, we received a monthly 
billing from the company, which we have in our files, which was on a 
Continental Assurance letterhead. That is not signed by anybody. 

Secondly, we received an annual dividend statement indicating the 
total yremiums paid, which we checked in against our records. 
Thirdly, our accountant in his annual audit had a written confirma- 
tion as to the amount of premiums paid. 

Mr. Correr. There must have been a legitimate broker on that trans- 
action, was there not ? 

Mr. Zax. I wouldn’t know anything, sir, about the placing of the 
insurance. 

Mr. Correr. Are you that naive, Mr. Zalk ? 

Mr. Zak. No, sir; I am not naive—— 

Mr. Correr. You are administrator for all these funds. Apparently 
you are able to carry out that assignment, and here a new policy was 
placed and it was placed through an insurance agent. And it would be 
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normal for him to get a commission. Did you wonder where your com- 
mission came from or how it came about? 

Mr. Zax. I was under the impression, sir, that a commission had 
to be paid to a broker when any business was placed in the State of 
New Jersey. 

Mr. Correr. It had been your experience that brokers had been plac 
ing business without charging commissions / 

Mr. Zaux. I didn’t know whether they had or hadn’t, 

Mr. Correr. Did anybody know this besides Mr. Levey and you? 

Mr. Zak. Know what, sir? 

Mr. Correr. And Mr. Croland, of course. 

Mr. Zak. I don’t quite understand what you are asking me, know 
what 4 

Mr. Correr. About the receipt of the $11,000, 

Mr. ZALK. I mentioned it to no one, sir. 

Mr. Correr. Then who was in on it? Mr. Levey, what was he at 
the time? 

Mr. Zak. Mr, Levey was counsel for the trucking employees group. 

Mr. Correr. You didn’t mention it to any of the trustees of the 
fund ¢ 


Mr. Zauk. No, sir. I can see now I was wrong in not doing that, 
but I didn’t. 

Mr. Correr. What did you do with this money, Mr. Zalk? 

Mr. Van Riper. Now, Mr. Chairm: in, if | may make an observation, 
please, sir. 

The committee, I know, is not interested in any personal views. I 

came down here yesterday morning with the understanding with Mr. 
Zalk that he would answer all questions that were propounded to him, 
and he was prepared to answer all questions and wanted to answer 
ull questions. I had no knowledge, Mr. Zalk says that he had none— 
I certainly had no knowledge— that there had been any illegality in 
connection with this one as it was described here yesterday with ref- 
erence to the, withholding of $164,000, or any other amount, in pre- 
miums which should have been paid to the company. Upon hearing 
that, I of course could come but to one conclusion and that was, name ly, 
that a violation of the criminal law had taken place. 

As the learned Senator from Colorado pointed out this morning, 
intent is one necessary element of a crime, but also in the crime of 
embezzlement, which is the crime that was talked about here yester- 
day, conversion to one’s own use is also a necessary element of that 
crime. 

Now, whether an embezzlement took place or whether some other 
criminal act took place, I am not sure, and I am certainly not going 
to bother about this. I think there is a word that could cover it, with- 
out being technical. It could be called ordinary “stealing” but be 
that as it may, I am sure this witness did not know, as he has now 
testified, where the money came from. 

I dislike very much, as I have said to this committee on previous 
occasions, fifth amendment answers. I dislike the fact whereby cli- 
ents find it to their advantage to take lead ige of that amendment, 
but I can’t conclude anything else but that I ‘would be most remiss 
in my duty if I failed to point out, as I pointed out to this witness 
last night after we adjourned here, sometime during the day, the 
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necessary elements of the crime of conversion, fraud, and of embezzl 
ment. And if I judge things right, this matter will find itself resting 
n some tribunal other than this before very long. If that situ 
ition occurs, and Mr. Zalk is there in another capacity, represented 
by other counsel, I think thi it he would cert: ainty hh: ive i right to feel 
that he had made a great mistake in being represented as he is toda) 
maybe he has anyway—but he would have a right to so feel if at that 
time it was pointed out to him that an answer which he gave here 
was in that tribunal going to do him a great deal of harm, and there 
fore reluctantly, on my part, I must say to the committee that I have 
advised Mr. Zalk to answer all questions freely, frankly, and I hope 
ionestly and truthfully, except that as to the disposition of this fund. 

Now, in making this statement I have not practiced subtleness and 
f anyone wants to say that in making it I have disclosed what the 
inswer would be, if Mr. Zalk did answer it, I say to the committee 
that I have done that purposely, because my reluctance to interpose 
this objection is softened by the fact that we are not withholding 
from the committee any information by doing it, but [ will ask the 
witness to take advantage of that advice and not answer the question 
on the grounds of the possible incrimination insofar as it affects the 
disposition of the case. 

Senator Dovueias. I may say to Mr. Van Riper and for the record 
that he is entirely within his legal rights in offering this advice and 
that is the prerogative of counse ‘1. 

Now, Mr. Cotter, if you will direct certain questions to the witne 

Mr. Correr. Well, Mr. Chairman, I wouldn't propose to Salicts 
this line as long as Mr. Zalk is going to raise 

Senator Doucias. He hasn’t yet done so. 

Mr. Correr. I see what you mean. What disposition did you make 
of these funds ? 

Mr. Van Riper. May I now advise the witness of the answer? 

Senator Doue.as. Yes, sir. 

Mr. Van River. You have a right, Mr. Zalk, and I advise you to 
advise the committee now that you regretfully cannot answer the ques 
tion because it might incriminate you. 

Mr. ZauK. On counsel’s advice I cannot answer this question be- 
cause it might tend to incriminate me. 

Mr. Correr. Then I won’t pursue that line. 

Mr. Van River. I am perfectly willing to have the record show, 
sir, that the same witness would give the same answer to any question 
that went directly to the question of the disposition of the funds. 

Senator Atiorr. We are talking only about the disposition. Mr. 
Van Riper. 

Mr. Van River. That is all, sir. 

Senator Atiorr. Mr. Zalk—— 

Mr. Zax. Yes, sir. 

Senator Arzorr. I know that your counsel realizes, and I want 
you to realize, that the ultimate purpose of this hearing is to search 
out areas in which malpractice in the union welfare and pension 
funds is occurring. Now, first of all, I want to go into your own 
relationship with these people. You represent four funds? 

Mr. Zax. I administer four funds, that is correct, sir. 

62033—56—pt. 3——38 
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Senator ArLorr. I am not going to quibble, but in that sense you 
represent those four funds? 

Mr. Zax. Yes, sir. 

Senator ALLorr. You were employed in each case by whom ¢ 

Mr. Zax. I was employed—the first fund that went into existence, 
sir, was in December of 1948. That was the Trucking Employees 
of North Jersey Welfare Fund. That came into existence as a result 
of a contract negotiated between three local teamsters unions and 
the industry group, and I was employed by the trustees of that group. 

Senator Auxvorr. All right. Now, how did you get the job of 
representing those people ? 

Mr. Zauk. My background is accounting, sir, and I was—— 

Senator Attorr. Will you expand that a little bit, please? 

Mr. Zatx. Yes. I was graduated from college, sir, before the war. 
[ served in the Army, then after the war I did public accounting 
until—— 

Senator Atsorr. What college did you graduate from and what 
were your majors 4 

Mr. Zak. I was an accounting major, sir, and I graduated from 
the College of the City of New York. 

Senator ALLorr. How old are you now? 

Mr. Zax. Thirty-four. 

Senator Atxorr. Do you have a family 4 

Mr. ZaLk. Yes, I do, sir. 

Senator Attorr. Now, you stated that this first one, the Trucking 
Employees of North Jersey, was arrived at by collective bargaining. 
How did you get this job? Were you engaged in accounting business 
somewhere ? 

Mr. Zatk. I was doing public accounting for an accounting firm, 
sir, and I was interviewed for the job by a hiring committee, which 
consisted of Mr. Levey, who is the attorney for the industry, Mr. 
Friedland, who is the attorney for labor, a gentleman by the name 
of Wallace O’Reilly, who is an official of the Truckers Association 
of the employer group. 

Senator AtLorr. Employer ? 

Mr. Zax. Yes, sir. I and two other individuals were interviewed. 

Senator Atiorr. All right. As a result of that you accepted em- 
ployment with that fund ? 

Mr. ZaLK. Yes, sir. 

Senator At.orr. This is the first fund you had anything to do 
with ? 

Mr. Zatx. That is correct, sir. 

Senator Atuorr. Did you know Mr. Levey or Mr. Friedland or 
O’Reilly prior to that time? 

Mr. Zax. The only gentleman I had known prior to that time was 
Mr. Friedland. 

Senator Atiorr. What had been your relationship or acquaintance- 
ship with him ¢ 

Mr. Zax. He is a cousin of mine, sir. 

Senator Autorr. A first cousin ? 

Mr. Zax. No, sir, a third cousin. 

Senator Autiorr. Third? 

Mr. Zax. Yes, sir. 
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Senator Ar.torr. He forwarded you business or put business in 
your way before this time? 

Mr. Zatx. No, sir. I had done no business with him. 
through family. 

Senator Attorr. Now, did you know of Mr. Levey or Mr. O'Reilly? 

Mr. ZauK. I met them the day I was interviewed, sir. 

Senator Antorr. I am talking about prior to that time. 

Mr. Zatx. No, sir. I had known neither gentlemen prior to that 
time. 

Senator AtLorr. Were you engaged as a result of this conversation 
with 4 esp they engage you as administrator of that fund? 

Mr. Zaux. I don’t know whether they engaged me that day. This 
goes back 7 years—or whether I was notified later I was hired. 

Senator ALLorr. You were employed immediately or soon after as 
a result of that interview ¢ 

Mr. ZauK. Yes, I was. 

Senator Atiorr. What were you to be paid ? 

Mr. Zatx. One hundred dollars a week, sir. 

Senator Atiorr. What were your duties to be? 

Mr. Zatx. My duties were to set up books and records, to reflect— 
to take care of the receipts that would be coming in from the em- 
ployers, to handle claims, which I was to learn—I didn’t know any- 
thing about handling of claims—to supervise the general office setup. 

Senator Atrorr. And to set up the office itself? 

Mr. Zaux. That is correct, sir. 

Senator Attorr. Did you understand at that time that your 

employers were to be the trustees of that fund ? 

Mr. Zatx. Yes, sir, I did. 

Senator Attorr. Who were they ? 

Mr. Zaux. Individually, you mean? 

Senator Antuorr. Yes. 

Mr. Zaux. There were 3 trustees representing labor, sir, and 3 
trustees representing industry. I met them after I was hired. 

Senator Atuorr. You didn’t meet them until afterward 

Mr. Zatx. That is correct, sir. 

Senator AtLorr. From your observation, would you say that these 
gentlemen took an active part in the administration and control of 
this fund? 

Mr. Zax. I think they took a very active part, sir. 

Senator Attorr. Now, your No. 2 contact was with the Trucking 
Kxmployees group of Ber gen County? 

Mr. ZauK. No, sir. After this group was organized—this repre- 
sented general truckdrivers, in other words, employed by businesses 
whose main job is trucking. Then the second group that was formed 
was the Affiliated Truckers Trustee Fund, which involved the same 
three local unions, but different employers. This involved employers 
whose principal business was not trucking, but who had trucks— 
businesses like coal companies or building materials places. 

Senator Atvorr. All right. Now, who contacted you with respect 
to that employment ? 

Mr. Zatx. I wasn’t employed by Affiliated. The way it happened, 
sir, is that they went into the same office space that we had. In other 
words, the local unions represented were the same local unions and 
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they merely, as a result of their contract, housed with us and we 
allocated the expenses amongst the two funds on a pro rata basis. 

Senator Atvorr. When they moved in there, were you employed 
as an administrator / 

Mr. ZaLk. It was a formal resolution, I think, put into the minutes 
that the fund would be administered at 591 Summit Avenue in these 
offices. 

Senator At.torr. Did you have further contact with Mr. Levey, 
Mr. Friedland, and Mr. O’Reilly at that time ¢ 

Mr. Zax. I have had continual contact with them. I don’t know 
that I have had any—it is very difficult for me to differentiate if I 
had any special contact because the fund went into existence. 

Senator AuLorr. As a matter of fact, your office was in Mr. Levey’s 
office at first: wasn’t it? 

Mr. Zak. No, sir. It was never there. The only thing in Mr. 
Levey’s office was this Inland Terminal Workers Welfare F ‘und. 

Senator ALLorr. You administered that; didn’t you ¢ 

Mr. Zauk. Yes, sir; ona part-time basis. 

Senator ALtLorr. Now, this same group of unions then negotiated 
another contract, moved into your office, and you administered those ? 

Mr. Zavx. That is right. 

Senator Atvorr. That is No. 3 that you gave me first, Affiliated 
Truckers Fund? 

Mr. Zak. That is correct, sir. 

Senator ALLorr. Now, what was your next contact ? 

Mr. Zak. The next one that came into the office, sir, was Local 560, 
Salesmen’s and Mechanics’ Division Welfare Fund. 

Senator Atiorr. That is No. 4, the last one you gave me before, 
local 560. 

Mr. Zatx. Yes. When it first came in, sir, it wasn’t jointly trusteed. 
It was trusteed only by the unions, because it wasn’t a Taft-Hartley 
arrangement and there were only three union trustees. Then, when 
the amount of contributions was raised on it, industry wanted repre- 
sentation and it was changed to the present name. I think originally 
it was called Salesmen’s and Mechanics’ Welfare Department of 
Local 560. 

Senator AtLorr. Well then 

Mr. Zaukx. That was the third fund that came in, sir. 

Senator AtLorr. What was your first contact with that fund ? 

Mr. Zak. Again, the same as with Affiliated. It was formally 
authorized in the minutes that the fund would be administered out 
of our office and that I would be named administrator. 

Senator AtLorr. Who negotiated that? Somebody must have had 
reason for having this in your office. Who did it ? 

Mr. Zak. The local unions were the same local unions that were 
involved. 

Senator ALvorr. The same local unions, again, as the other two? 

Mr. Zauk. Yes, sir. All four funds have the same local unions, 
560, 617, and 641. It was a matter of convenience and lower cost to 
administer them all out of one office. 

Senator Atxiorr. So then would this be a fair statement: that the 
real determination of your association with these funds was made 
when your cousin, Mr. Friedland, Mr. Levey, and Mr. O’Reilly came 
to you in the first instance and employed you to handle this fund? 





WELFARE AND PENSION PLANS INVESTIGATION 1423 


Mr. Zak. That is right. 

Senator ALLOTT. After that these other funds just sort of fell into 
the slot? 

Mr. Zak. Yes, sir. I wasn’t paid from each fund. I was only 

paid one salary and it was allocated amongst the funds. 
' Senator Atworr. All right. Now, is it true that your real employ 
ment in this matter came through these three men in the first instance, 
and that these others just sort of fell into the slot as the contracts were 
negotiated and the funds were established ? 

Mr. Zatx. There is no question about the fact that I was hired by 
these three men, sir. 

Senator ALLOTT. No. Now just answer my question, Mr. Zalk. 

Mr. ZaALk. Yes, sir. 

Senator Axorr. Isn’t it a fact that your real employment in this 
matter came in the first instance through your cousin, Mr. Friedland, 
Mr. Levey, and Mr. O’Reilly? Is that much true 

Mr. Zatx. That is true, sir. 

Senator AtLorr. And that thereafter the employment in the three 
other funds just sort of fel] into the slot because it involved the same 
inions ? 

Mr. Zatx. That is also correct, sir. 

Senator Dovetas. And the Senator from Colorado has used the 
word “slot” rather than the word “plot.” 

Senator Ariorr. Yes. In your employment you represented 
whom did you consider that you represented ¢ 

Mr. Zatk. The trustees, sir. 

Senator Atnorr. Of all four funds? 

Mr. Zautkx. Of all four funds. 

Senator Atxorr. These trustees were not identical, were they ? 

Mr. Zatx. No; I don’t think in any instance were they identical. 
I think there were 23 different trustees. 

Senator ALtorr. There was no overlapping of the tristeeships ? 

Mr. Zax. I think only in one ease, sir. 

Senator Atitorr. Now then, you received a salary of $10,000. Did 
vou receive that from the first, or when did your salary get to be 
10.000 4 

Mr. Zax. I started, sir, at $100 and it was graduated until in 
December of 1954 it was raised to $200 a week. 

Senator AtLorr. What did you give me as the date of this first 
employment ? 

Mr. Zaukx. December 1948, sir. 

Senator Atiorr. 1948. Then your salary was gradually increased 
to its present status ? ; . 

Mr. Zatx. That is correct, sir. 

Senator Atxorr. In this administration you stated that you repre- 
sented the trustees and, of course, you were just the general overall 
administrative man handling these various phases that you have men- 

tioned for the trustees ? 

Mr. Zax. That is correct, sir. 

Senator Artorr. And in the same sense, didn’t you in turn repre- 
sent the individual members of the union, through the trustees? 

Mr. Zar. I would assume that is so. 
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Senator Atrorr. I am not speaking legally. I am not trying to 
bind you that way. 

Mr. Zax. As far as that is concerned, that is true. 

Senator Attorr. Morally, that is what you were doing? 

Mr. Zaux. That is right. 

Senator Atitorr. Therefore, it was one of your duties, one of your 
moral obligations, to see that the welfare of the individuals in the 
unions, as represented by the proper handling of these funds through 


your relationship with the trustees, was handled to the best benefit of 
the individuals and union ? 


Mr. Zak. I would say that is so, sir. 

Senator Atiorr. Now, when Mr. Levey told you that you were to 
receive a commission, did he tell you, or did you suggest to him in one 
way or another that you thought since you were handling these things, 
all of these affairs, that it might be proper for you to get a little extra 
from him, or you might be able to move the business around ? 

Mr. ZaLk. To answer your question first, I don’t think that I sug- 
gested it to him. It came about in the way of conversation, that he 
said to me—— 

Senator Attorr. Where did this conversation occur ? 

Mr. Zaux. In my office, sir—that he would try and arrange for me 
to get commissions as long as commissions had to be paid. anyway. 
And what was the second “part of your question? I thought it had 
two parts. 

Senator Axxorr. I don’t recall. Do you want to read it, Mr. Re- 
porter? 

(The reporter read the question. ) 


Mr. Zax. The second part of that, sir, I had absolutely no contro! 
over moving the business. 


Senator Atuorr. You had absolutely no control. Then as I deter- 


mine your ¢ ‘rant you to think carefully upon this before 


you answer—your statement to this committee is that the only reason 
you received the commission, as you call it, was because Mr. Levey 
said that a commission had to be paid to someone and you might as 
well get it? 

Mr. Zaux. Generally, I think that is the gist of it, sir. As a matter 
of fact, specifically that is the gist of it. 

Senator Atrorr. All right. “Now, with your accounting experience, 
you, of course, realize that any subtraction of funds—and I use the 
word “subtraction” out of deference to our previous witness this morn- 
ing—you have been present, and you know what I mean by that. 

Mr. Zak. Yes, sir. 

Senator Arnorr. I am speaking specifically of this $164,000. You 
were fully aware that such practice is contrary to the laws of your 
State, contrary to the insurance laws of New York, and is contrary to 
the laws most everywhere, as a matter of fact ? 

Mr. Zaux. I didn’t know any money was being subtracted, sir, until 
yesterday. 

Senator Atnorr. You were aware that such things were illegal? 

Mr. Za.x. I would certainly think so. 

Senator Atiorr. I am not saying you were aware of what occurred 


at that time but, as an accountant, you are aware that that is true? 
Mr. Zatx. Oh, sure. 
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Senator Atnorr. You are also aware that in your position as ad- 
ministrator for the trustees, you occupied the same position of trust 
that the trustees themselves occupied ¢ 

Mr. Zaux. I think that is so, sir. 

Senator Atuorr. Because you were in effect their administrative 
officer, carrying out only their administrative duties in their behalf. 

Mr. Zatx. That is right. 

Senator Au.orr. So in accepting a commission on this insurance, 
vou were in effect taking a rakeoff from the amount of insurance that 
the employees were receiving ? 

Mr. ZaLKx. The way I understood it—and this goes back to your 
first question—I was getting a commission that had to be paid regard- 
less of who got it. It had to be paid. The law stated that a commis- 
sion must. be paid for any business placed. I was under the impression 
then, as I am still under the impression, that I got this money for that 
commission. 

Senator AtLorr. Now, you knew that this firm, this Simons Corp., 
were the agents ? 

Mr. ZauK. Yes, sir. 

Senator Attorr. You knew that they were getting a commission ‘ 

Mr. Zauk. I knew they were getting the agent’s commission, sir. 

Senator Attorr. When did you become aware that there was a dif- 
ference between a broker’s commission and an agent’s commission ? 

Mr. Zak. I always knew, sir, that an agent represented the com- 
pany and a broker represented the assured. 

Senator Atiorr. Now then, as an accountant, and without respect 
to this case, you are fully aware that anything which increases the 
retentions of an insurance company decreases the amount of insurance 
that the insured gets ? 

Mr. Zauk. Yes, sir. 

Senator Atuorr. So that if, again—and I don’t pin you down to 
this case-—you were getting money which was not actually a broker’s 
commission, then you were taking money away from the people who 
were to be insured ¢ 

Mr. Zatx. The answer to your question is “Yes. 
might qualify my answer a little bit. 

Senator Atiorr. Go ahead. 

Mr. ZauK. We had agreements with the Continental Assurance Co. 
on their stationery signed by Mr. Croland indicating what the com- 
pany retention would be. We were told that under New York State 
law they couldn’t give us such an agreement the first year of a case, 
but after that we had written agreements indicating that the com- 
pany will retain so much percentage, and everything else would be 
returned to us. In other words, going back to a $100 premium, say 
the retention was 12 percent. The company would retain 12 percent. 
That would be deducted from the premium. The amount of claims 
paid out would be deducted from the premiums. Any reserves which 
the company set up, but which actually were our moneys being held in 
escrow, would be deducted and everything else would be returned to 
us In the way of a dividend. This was the arrangement that we had. 

As far as I was concerned it was ironclad. There was no room for 
maneuvering in my eyes anyway, because we had this agreement that 
said, “If you pay the company $1, and your claims run 60 cents, or 
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60 percent, the company will then retain an additional 12 percent” 
that was the figure—which would make it 72 cents. 

They would then retain their reserves which is actually your money 
being kept in reserve and return everything else to you. We had these 
agreements on these cases. 

Senator ALnorr. Now, did you ever examine, as I am sure you did 
from vour rather good knowledge of this subject, the retentions of 
this company and wonder if these funds that you were handling as 
administrator for the trustees could purchase more insurance for your 
employees ? 

Mr. Zaix. Not only I, sir, but the trustees were constantly thinking 
of this. The way we wrote the insurance with Continental, we previ- 
ously had Massachusetts Life Insurance Co. on the original risk in 
1948, and IT wasn’t in at the time the insurance was placed, but the 
way they worked that, we had no agreements with them at all. Sup- 
posedly they had given verbal agreements. 

Senator Antorr, As to retentions ? 

Mr. Zatx. As to retentions. May I finish ? 

Senator Antvorr. All right. 

Mr. Zaux. I was going to say that over a 2-year period they aver- 
aged out holding out about 30 or 35 percent in retentions. At this 
point, the trustees became very concerned about it and they went shop- 
ping and we bought Continental, and as we had Continental the 
trustees were constantly after the insurance company to get the best 
retention figure that we could get, and that is why we let Continental 
go in 1954. We were operating with them on a 12-percent retention 
and we got from Hancock a 7-percent retention figure. 

Senator Atxsorr. It is a fact, is it not, Mr. Zalk, that you terminated 
vour contract with Continental after these payments to these various 
people stopped ? 

Mr. Zaux. I don’t know, sir. 

Senator Atiorr. That is a fact that you can answer yes or no, I 
think. 

Mr. Zax. T can only answer it on the basis of testimony presented 
here, sir. I didn’t know any of these people were getting money. 

Senator AtLorr. You got your last payment—— 

Mr. Zak. In September of 1953, sir. 

Senator Atuorr. When did you terminate your contract with them ? 

Mr. ZauK. December 1954, sir. 

Senator Doveras. May I interject a question for the record? It 
is really an attempt to refresh my own memory. As I remember it, 
testimony has been that Simons Corp. did not tell Continental about 
these payments until January 1954, the first time, and the a con- 
fession or statement was in August of 1954, and app rently it was ap- 
proximately that time that orders went out from Continental to pay 
hack and then in December 1954, you said these contracts were discon- 
tinued, so that there is some coincidence so far as time is concerned. 

Mr. Zatx. That is correct. 

Senator Doveras. Now, I would like also to remind you—you seem 
to have studied the matter of retentions, Mr. Zalk—TI will refer to the 
retentions again and not read all of them, but under this contract with 
Continental, the general agents on the first year were getting 23 and 
6 for renewals on a graded basis, and the brokers were getting 20 
percent and 5, and in addition to that, these people, the Simons Corp., 








WELFARE AND PENSION PLANS INVESTIGATION 1427 


were getting a 4-percent administration fee. They were getting 
2- to 10-percent contingent fee based upon the risk experience, and 
addition to that there was 6 percent more disappearing between thie 
amount of insurance that was actually purchased, and the amount that 
got to the insurance company. 

The experience of some 79 insurance companies, as | have repeated|) 
referred to, shows commissions and fees of 3.4 percent and nine-tenths 
percent, respectively, which is 4.3 percent total, which is still very, 
very much under the figures which must have been obvious to you 
this case if you were watching the figures that went through you 
office. 

Mr. Zak. Sir, I don’t remember the exact figures, but I don’t thint 
the Continental ever charged us more than 20 percent retention, and 
it went downward. Our last year we paid 12 percent, I believe. 

Senator Atitorr. Now, I want to go into this matter. Did you 
receive from Continental a monthly statement of your status with 
them, of your policy ? 

Mr. ZAL K. We received a billing, sir, monthly. 

Senator AtLorr. And that showed what you paid in or what they 
had received in your behalf? 

Mr. ZauK. We called them and told them how many people were 
covered during any one month—our eligibility requirements varied. 

Senator Autor, Did you do it by calling them or did you have 
regular forms on which that was done ¢ 

Mr. ZaLk. No, sir. We called them and they sent out the form. 
May I describe this fully, sir? We have a cardex system set up in the 
oflice. We take these weekly reports that we get from the employers 
and collate the number of days worked by each man. Tf a man works 
8 or more days in any month, he is eligible for insurance the following 
month. The number of people that we paid on were the number of 
people that worked 8 days or more during any one month. This figure 
was phoned in to the Simons Agency and it was billed to us on a 
Continental Assurance billing. 

Senator ALLorr. What I am trying to get at is, with this rather 
elaborate setup, and with you ap parently doing the administration 
rather than Simons Corp., how is it possible, as testified to here yester 
day by Mr. Croland and Mr. Simons and Mr. Rinker and Mr. Suss 
that 6 percent of the premiums would disappear and not be reflected 
in your books? That is what I want to get clear. 

Mr. Zak. Sir, as far as I was concerned, that re, had always 
been paid and had been verified not a by our monthly billings, by 
our annual dividend statements, but by the auditors and personal 
verification. I think I showed Mr. Suss our dividend statements 
since the beginning, or for as long as I had them, and these figures tied 
in perfectly with the figures that we had paid to the company 

Now, what must have happened here, and as the testimony indi 
cated did happen, is when we mailed our check in it was made out 
to the Continental Assurance Co. This check, I guess, was deposited 
into a Continental account some place. 

Senator Artorr. Do you know whose signature those checks bore 
by endorsement ? 

Mr. Zatx. Beg pardon? 

Senator Attorr. Whose signatures did those checks bear for en- 
dorsement ? 
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Mr. Zax. The dividend checks? 

Senator Atuorr. Yes, who endorsed them ? oh. 

Mr. Van River. Pardon me, Senator. The witness says dividend 
checks. That is not what you are asking, is it? 

Senator Attorr. No. Iam talking about the premium checks that 
you sent which you said you made payable to Continental Assurance 
Co. 

Mr. Zatx. Yes—— 

Senator Atiorr. You forwarded those to Simons Corp? 

Mr. Zatx. They were made out to Continental Assurance Co. and 
mailed to Simons at 563 Broad Street. 

Senator Atuorr. Can you tell me whose signatures those bore ? 

Mr. Zatx. Yes. They bore the authorized trustees in each fund. 

Mr. Van River. He means the endorsement. Who endorsed them ‘ 

Senator Atiorr. Who endorsed them ? 

Mr. Zax. I could look at the record. 

Senator Antorr. Do you have any independent recollection of it 
now ¢ 

Mr. Zaux. I don’t know. 

Senator Axtxorr. In other words, what I am trying to get at is, 
did some one in the Simons Corp. endorse the Continental Assurance 
Co. on the check by so and so, general agent, or was that check taken 
and forwarded to the Continental Assurance Co. and cashed by them ? 

Mr. Zaux. I could check the canceled checks, sir, and give you an 
answer. I couldn’t give you an answer now. 

Senator Atnorr. You have no recollection of that at all inde- 
pendently ? 

Mr. Zax. No, sir. 

Mr. Correr. Might I ask one question on that ? 

Senator Atiorr. Go ahead. 

Mr. Correr. Mr. Zalk, you are sure these were made out to the or- 
der of the Continental Assurance Co? 

Mr. Zaix. I am sure, sir, from some point, shortly after the business 
was placed. I think when the business was first placed in 1950, for 
about 6 or 7 months they were made out to the Simons Corp., and at 
that time one of the attorneys seemed to think it would be proper 
for the checks to be made out directly to the insurance company. 

Mr. Correr. You heard the testimony here yesterday, did you not, 
with respect to how these funds were handled, namely, that they were 
taken into Simons and then the money sent on in different forms? 

Mr. Zax. Yes, sir, I did hear that. 

Senator AtLorr. With all the experience you had with those checks 
and the handling of the checks after they were canceled, etc., and 
in the light of this evidence, don’t you have any recollection with 
respect to this? 

Mr. Zauk. The first I heard of that evidence was yesterday, and I 
haven’t been back to my office since yesterday. ' 

Senator AtLorr. No. 7 

Mr. Correr. No, but you had a lot of checks that went through 
that way and I am wondering if you could now recall whether there 
were perhaps some power of attorney endorsements or some endorse- 
ments by the Simons office as agent ? 

Mr. Zak. If you like, sir, we could get on the phone and call my 
office and get one of the girls to look at those checks. 
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Mr. Correr. I think that might be desirable. 

Senator Douaias. The Chair will so instruct. 

Mr. Correr. Pardon me, Senator Allott. 

Senator ALuorr. Mr. Zalk, I am not trying to harass you, but I still 
am at a loss to have an explanation of what ‘has occurred. I will try 
to repeat myself in the plainest possible language, and I say it, first, 
with the idea that you say you are an accountant, and you have shown 
by your answers to the questions given here that you apparently are an 
accountant and have a fairly good knowledge of your accounting and 
also of this particular business. 

Now, with that as a background, the testimony is undisputed that 
in these 13 cases there was a total of $164,000, a few dollars either way, 
deducted by Simons Corp., or at Simons Corp., from premiums pi aid 
and kicked back to various people for what, at least I think were 
illegal services. Now, how could that 6 percent—that $164,000 
come out of these premiums under the method of handling this as you 
described it, without your having knowledge of it, or your trustees 
having pncriecen of it? 

Mr. Zak. I don’t know how to answer it, but it would seem to me 
that the ‘re Was some money taken in transmission between Simons and 
Continental. Now, how that was done, if the checks were made out to 
the Continental Assurance Co., I can only surmise. The only thing 
[ can think of is that they were deposited in the account and instead 
of our original check going up there, perhaps one of their checks went 
on, but as far as we were concerned, we had no reason for suspicion. 
We had so many checks on the thing. We had our dividend state- 
ments, we had our auditor’s verification. 

Senator Atiorr. All right. Now you knew that Simons Corp. was 
going to get a certain commission, didn’t you ¢ 

Mr. ZauK. I knew that a commission was going to be paid, yes, sir. 

Senator an Although you didn’t know what it was! 

Mr. ZauK. I didn’t know: that, sir. 

Senator Atiorr. If they deducted this 6 percent, which is your in- 
surance money less $164, 000, how could that fail to be reflected on the 
insurance company’s monthly statements that came back to you? 

Mr. Zak. | can’t answer that because as far as our records were 
concerned, they were right. 

Senator At.torr. Does it indicate a poor checking by your office? 

Mr. ZaLK. How could we check otherwise, sir? I mean how much 
further could we go? I think it indicates, if anything, the laxness 
on the part of the insurance company, because we had checks 

Senator AtxLorr. I won’t argue with you about that. I think the 
insurance company was definitely lax, and a lot of other people. 

Mr. Zax. You misunderstand. Our dealings with the Conti- 
nental Assurance Co. were through the Simons Agency. We did all 

our dealings with them. I had never met these two gentlemen who 
testified here yesterday, Mr. Rinker and the other fellow. The only 
correspondence that I ever recall having from Continental Assur- 
ance Co. were these corrected premium statements that they sent for 
« period of about 3 or 4 years. They testified here they sent an orig- 
inal and a corrected one. That may be. The only one that we ever 
got was the one that we answered. 

Senator Atuorr. Let me ask you this question: How much, say, in 
the last year or the last 2 years—I want it on an annual basis—did 
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your premiums on the funds you represented as administrator amount 
to annually ¢ 

Mr. Zaix. I will be giving you an estimated figure. 

Senator Attorr. I understand that. 

Mr. Zaix. I would say roughly between $600,000 and $750,000 a 
year. 

Senator Atxorr. Then 6 percent of $600,000 is $36,000. It seems 
to me that there is such a sizable amount of money, and in benefits that 
could be purchased, that someone along the way was very remiss in 
not getting it—in not recognizing it, either you or your trustees. 

Mr. ZALK. Sir, could you tell us what we could do that we hadn’t 
done? In other words, I honestly believe we checked this thing so 
much, and we were so on top of it, at least we thought we were on 
top of it. Now, is it our obligation when we deal with an ALENCY 
of an insurance company to constantly communicate with the insur 
ance company itself? This is something I would like to know for 
my own personal information. 

Senator Attorr. Let me ask you a question. What did the papers 
that you received from the insurance company monthly have on it? 
Do you have one with you? 

Mr. Zax. Yes. They had a Continental Assurance letterhead. 

Senator AtLorr. Do you have one with you ? 

Mr. Zatx. No. But I can give you basically the information con- 
tained. Didn’t I show you one, Mr. Suss? “I showed it to either 
you or Mr. Dunne. 

Mr. Suss. Yes. 

Mr. Zaux. It contained the letterhead, then the billing either for 
the month of January, or premium due January 1, either w: ay, but 
indicating the period it was due for, the number of people we were 
paying on, at whatever the rate was, and then the figure extended out. 

Mr. Van Riper. Did it show the amount paid ? 

Senator Atxorr. That came out of where? Did it come out of the 
Continental Asurance Co.’s office or out of Simons’ office ? 

Mr. Zauk. Iam almost certain it came from Simons. 

Mr. Correr. What about your receipts ? 

Mr. Van River. Pardon me. Add that to your answer, that it 
showed the amount that was paid. 

Mr. Zauk. I don’t know. It showed a figure—it didn’t say “paid” 
on it. The canceled check is evidence of the amount that was paid 
in accordance with that figure. I mean we can just compare each 
canceled check with the statement. 

Senator Attorr. I would like to ask Mr. Suss, if he can tell me, 
and then I will desist, because I confess I can’t understand this 
situation at all, what has happened here. I would like to ask Mr. 
Suss if he can offer any expl: int ation under the accounting method 
that has been described by Mr. Zalk of how this 6 percent could have 
been deducted without this man as administrator of these funds be 
coming aware of the fact. Can you offer any explanation of that, 
Mr. Suss? 

Mr. Suss. I don’t. know if I can offer an adequate explanation, 
but as Mr. Zalk said, for a short period, perhaps about 6 months, they 
paid their premiums by check, payable to C. J. Simons Corp. 

Mr. Zatx. That is correct. 





WELFARE AND PENSION PLANS INVESTIGATION 1431 


Mr. SUuSS. I understood- and I haven't checked this out that the 


checks were paid by your fund to C. J. Simons ¢ ‘orp. and C,. J. 


simons Corp. then paid the premium with their own checks. 
Mr. Zatx. That I don’t know. 
Senator ALvorr. Let me ask Mr. Suss this further question. ‘There 
ad to be a conniving along the way. Is it possible that this co 
iving could have occurred because the sheets that Mr. Zalk was not 


vetting back did not originate in the offices of the insurance company, 


mit originated in Simons’ office, so that they agreed with Simons’ 
woks, even though they did not agree with the insurance company 
ooks ? 

Mr. Suss. Yes; that is true, because the funds had no correspond 

ce whatever with Continental Assurance Co. All their dealings 
were with C. J. Simons Corp. 

Mr. Zatkx. That is correct. 

Mr. Suss. On the other side of the picture, all of Continental As 

rance Co.’s dealings were with the agency, C. J. Simons Corp. 

Senator Anvorr. I don’t have any further questions, Mr. Chair- 

in, at this time, but I want to point out that this points up a 
illaey which we have found in this situation generally, which is that 

ere must be a privity between the insurance as itself andl 

e people who are being insured, or it is bound to ead to circum 
tances where this situation can occur. In other aie it would 

dicate that perhaps if legislation is necessary, there must be legi 

tion which assures that the company itself knows the amount that 
union funds, whether it is trusteed or what it may be, are paying 

d who they are paying it for, who is insured, and how they are 

-ured. Otherwise it leaves a gap there, a hiatus, where the sort of 
tuation can oceur which has occurred in this case. 

[ just want to make that comment before we leave the subject. 

Senator Dovcnias. That is very constructive. Mr. Cotter? 

Mr. Correr. You may have developed this very adequately, Senator 
\llott, and I may not have heard. T heard testimon LV about receipts, 
ind it was my underst: anding that in addition to a billing each month 
ou would get a receipt, that you just wouldn’t keep paying out these 

indreds of thousands of dollars without periodic receipts 4 

Mr. Zak. As a matter of fact, we mailed out the check when we 


vot this billing, sir. 


Mr. Correr. What about your receipt that came back after you sent 
our check to assure that vour money arrived ¢ 

Mr. Zaux. The only thing we got was a canceled check, sir. We 
ever got a rec eipt. 

Mr. Correr. The fact that you didn’t get receipts would put you on 
ispicion ? 

Mr. ZatK. I don’t see why. 

Mr. Correr. Where is your insurance now ? 

Mr. Zatx. With John Hancock. We do it exactly the same way. 
Mr. Correr. Where do you send your check ? 

Mr. ZaLK. To the John Hancock Life Insurance Co. in Boston. 
Mr. Correr. Direct ? 

Mr. ZauK. Yes, sir. 

Mr. Correr. Don’t they send you back a receipt ? 

Mr. ZauK. No, sir. 

Mr. Correr. You get it on an individual payment? 
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Mr. Van Riper. I don’t suppose it is of interest here, but personally 
the other day I just got a notice from one of my insurance companies, 
I think the Travelers, that hereafter the canceled check would serve 
as a receipt, and they wouldn’t send receipts any more. I just hap 
pened to notice that a day or two ago. 

Mr. Correr. Mr. Zalk, you heard the testimony yesterday with re- 
spect to what Continental Assurance sent out by way of an audit let- 
ter to verify these accounts? 

Mr. Zak. Yes, sir. 

Mr. Correr. Can you confirm that testimony ¢ 

Mr. Zaux. I mentioned to Senator Allott before that I had only 
received the one letter, sir. 

Mr. Van Riper. I don’t think he covered it that far. Give him that 
answer. 

Senator Atxorr. No; I did not question him. I will proceed with 
this. You were present and you heard Mr. Rinker’s testimony and 
response to my questioning as to what letters they had sent out on 
this? 

Mr. ZauK. Yes, sir. 

Senator Attorr. He said when they sent the letters out they got a 
verification from all except these 18. Now, your 4 were in those 13 
from which he says they did not receive a verification. Did you re- 
ceive such a letter? 

Mr. Zaux. Sir, the only communication I ever received from Con- 
tinental, as I remember, was one verification, and it covered, I think, 3 
years or 4 years. I don’t remember. 

Senator Atiorr. Do you remember the date of that, approximately ? 

Mr. Zax. The only thing that I do remember, sir, is that it was 
some time last year but what month or what date, I wouldn’t know. 

Senator AtLorr. We are getting near the end of the year, last 
year 

Mr. Zak. 1954. 

Senator AtLorr. Some time during the calendar year 1954? 

Mr. Zax. Yes, because we still had the business with Continental 
at the time. 

Senator Atnorr. Did you answer that ? 

Mr. Zax. Yes. 

Senator Atiorr. Did you verify the figures that they gave you then? 

Mr. ZaLk. Yes; we did. We probably took a little time in answer- 
ing, because some of our records were in storage and we had to consult 
them, but we chee ked out every annual premium against the amount 
they indicated as having received. 

Senator Attorr. That is all for me. 

Senator Doveias. Mr. Zalk, you say that you are Mr. Jacob Fried- 
land’s cousin ¢ 

Mr. Zax. Yes, I am, sir. 

Senator Dove.as. He is the union attorney on four of these funds? 

Mr. Zatx. Yes, he is, sir. 

Senator Douetas. He receives $5,000 a year retainer on the Truckers 
of North Jersey Fund ? 

Mr. Zax. He does, sir. 

Senator Dovewas. $2,500 a year retainer from the Truckers of Pas- 

saic and Bergen Counties Welfare Fund ? 

Mr. Zak. “Yes, sir. 
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Senator Dovueias. $35 per meeting attended on Salesmen’s and 
Mechanics ¢ 

Mr. Zauk. Yes. 

Senator Doveias. $35 per meeting attended on the Affiliated Truck 
ers’ Fund ¢ 

Mr. ZaLk. That is correct, sir. 

Senator Doveias. Where does he have his oflice / 

Mr. Zatk. 591 Summit Avenue, the same building as our welfare 
funds, sir. 

Senator Dovueias. How many doors is it from your office 

Mr. Zauxk. It is on the same floor. It is perhaps half a dozen doors 
away. 

Senator Doveias. Did you hear the testimony yesterday that for 
the 1 year, 1953, he had received from Mr. Croland sums amounting 
to $11,526 ¢ é 

Mr. Zatk. Yes; I heard that, sir. 

Senator Dove.as. That would be, of course, in addition to the fees 
paid him by the funds ¢ 

Mr. Zax. I would certainly think so. 

Senator Dovetas. Mr. Croland testified that this came from the 
withheld premiums. 

Mr. Zax. I heard that testimony, sir. 

Senator Doveias. Did you know of that fact ? 

Mr. Zatk. No; I didn’t. 

Senator Doucias. When were you served this subpena? 

Mr. ZaLx. I was served on Friday, sir. 

Senator Doueias. Have you talked with Mr. Friedland since then / 

Mr. Zak. Since I have been served; yes. 

Senator Doueias. You have? 

Mr. Zaux. I have, sir. 

Senator Doueuias. Did he give you any advice as to what you mus 
testify / 

Mr. Zak. No,sir;hedidnot. He suggested I see Judge Van Riper 
to represent me, ‘because he was involved and he didn’t want to come 
here himself. 

Senator Dovenas. Did you know that our staff had been trying to 
see and to subpena Mr. Friedland ? 

Mr. Zax. I knew that Mr. Suss had been in to his office on Monday. 
His girl told me that. 

Senator Dovenas. Did you know that the United States marshal 
had also been looking for Mr. Friedland? 

Mr. Zaix. The marshal, when he served me, sir, said he had a 
subpena for Mr. Friedland. 

Senator Dove.as. Did you tell Mr. Friedland that the marshal was 
looking for him ? 

Mr. Zax. I don’t know if I told him that or not. I know I told 
him that I was subpenaed. 

Senator Dovuexas. Did you tell him that Mr. Suss had been trying 
to serve a subpena on him and that the marshal had been trying to 
serve him ? 

Mr. Zax. At the time I saw him I didn’t know that Mr. Suss— 

Senator Doucnas. Would you speak more slowly ? 
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Mr. Zatk. Yes; Iam sorry. I was served on Friday afternoon, sir, 
and I saw Mr. Friedland later that day in his office. I told him that 
I had been served and I asked him what I should do. I mean, I had 
never been before a Senate hearing before. I didn’t know what to do. 
And he suggested I see Judge Van Riper, which I did, to represent 
le. 

Senator Doveias. And you knew that attempts were being made to 
serve him ? 

Mr. Zatx. The deputy marshal mentioned to me when he served 
me that I would be going down with Friedland. 

Senator Doveras. Did you tell him that / 

Mr. Zavx. I don’t know whether I did or not, Senator. 

Senator Dovenas. Wouldn’t that be a natural subject of conver- 
sation ? 

Mr. Zaux. It would be a natural one. I can’t definitely testify that 
I made that statement to him. 

Senator Dovetas. | wonder if Mr. Suss would testify as to the 
efforts made to serve Mr. Friedland ? 

Mr. Suss. On the 2Ist of November 1955, the subcommittee for- 
warded a haa a na for Mr. Friedland to the United States marshal in 
Newark, N. J., asking that the subpena be served. We have been con- 
stantly in touch with the United States marshal and he has stated to 
a that he has made diligent efforts to serve Mr. Jacob Friedland and 

as failed to date. I, myself, after being advised of this, proceeded to 
raed City and Newark and attempted to see Jacob Friedland him- 
self, but did not succeed. 

Senator Dovernas. Will you describe some of your experiences in 
trying tosee Mr. Friedland? 

Mr. Suss. Yes. I called at his office on two occasions, made myself 
known to his secretary, and asked to see Mr. Friedland and she said 
that he would not be back that day. He was not available. He 
would not be back that day, and I received the same information the 
second time I called. The marshal told me that he understood Mr. 
Friedland was in Florida, which does not seem to be the case from 
Mr. Zalk’s testimony. 

Senator Doveras. Mr. Friedland did not display alacrity in making 
himself available ¢ 

Mr. Suss. Yes,sir. That isan understatement. 

Senator Atiorr. [ have run across something I would like to pursue 
with this witness, Mr. Chairman. 

Senator Doveias. You may proceed. 

Senator Attorr. You have testified that you received some sums 
in May and August, and I will ask you if the first check was dated 
May 6, 1953, and was for $7,043.57 2} 

Mr. Zaux. It was for seven-thousand-some-odd. I assume the fig- 
ures you Say are correct. 

Senator AtLorr. The second check was dated August 31, 1953, and 
for the sum of $4,575.88 ? 

(Obverse and reverse of check referred to were marked “Exhibits 


124—A and B.’’) 


1 See exhibits 123—A and B, p. 1385, supra. 
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Mr. Zak. That sounds right, sir. 

Senator ALLorr. These sums were deposited to your savings account, 
No. 85500, at the Hudson City Bank ¢ 

Mr. Zauk. Yes, they were. 

Senator ALLorr. You may want to object to this, Mr. Van Riper. 
will ask you if, on May 8, you withdrew from that account $4,625 in 
cash ¢ 

Mr. Van River. I won't object to it, Senator. 

Mr. Zak. Yes, I did. 

Senator Atitorr. Then May 18, $200? 

Mr. Van River. Go ahead, answer. 

Mr. Zatx. Yes. If you have the record there of my account, that 
iS SO. 

Senator Atuorr. June 1, $500, and on June 4, another $2,000 in cash ! 

Mr. Zak. Whatever figures you have there, sir, are correct. 

Senator Annorr. And that on September 3, you withdrew $1,974.42 
in cash ¢ 

Mr. Zatk. Whatever figures you lhiave. 

Senator Atvorr. $1,900 in cash on September 15, 1953, $200 on Sep- 

tember 30, and on January 12, 1954, $1,200 in cash ¢ 

Mr. Zack. Those figures, I think, are correct. 

Senator Atiorr. I refrain from asking him any questions about the 
disposition of this money, only because of the previous situation with 
respect. to the questions Mr. Cotter has asked. I presume that if I 
were to ask such questions the same answer would be forthcoming ? 

Mr. Van River. For the same reason, sir. 

Senator Dovetas. I have no further questions. 

Senator Atiorr. No further questions. 

Senator Doueias. The witness is dismissed. 

Mr. Van River. Do 1 understand that you would like to have Mr. 
Zalk call his office in company with some member of the staff to ascer- 
tain about the endorsement on a check made payable to Continental 
Assurance Co. ?! 

Senator Dovugias. That is right. 

Mr. Van River. We will do that right away. 

Senator Dovugeias. Do it at the convenience of the staff after the 
adjournment of the morning session. 

Mr. Van River. I was hoping we might be excused. Again, I am 
pressing for time. I always seem to be doing that. 

Senator Dovenas. If there is a member of the staff available we will 
do it, but they may be needed in connection with other cases. 

Mr. Van Riper. If we can do it right away and come back with a 
report, will the committee hear us? It will only take a minute to 
do that. 

Senator Dovetas. All right. 

Mr. Van River. Call the office right away and get the information. 

Mr. Chairman, may I express my appreciation to the committee for 
the courtesy I have always been accorded here. 

(The check referred to was later supplied ; obverse and reverse were 
marked “Exhibits 125—A and B.”) 


1 See discussion, pp.. 1427-1429, supra. 
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Senator Doveras. Are there any motions to be made before the 
committee on the part of any person or persons 4 

( No response. ) 

Senator Doveias. Will the gentleman now having a private con 
versation sit down, please, before the microphone and make the same 
statement? Would you give your name for the record, please ¢ 


STATEMENT OF SAMUEL EDES, ATTORNEY, CHICAGO, ILL. 


Mr. Epes. My name is Samuel Edes of the law firm of Epstem, 
ides, and Rosen, 208 South LaSalle Street, Chicago, Ill. 

Senator Doveias. Whom are you representing / 

Mr. Epes. I am appearing as counsel for Mr, Angelo Inciso, as presi 
dent of Amalgamated Local 286 UA W-AFL. 

Senator Doveias. What is the motion which you are going to make? 

Mr. Epes. I don’t know, Senator, whether it is precisely a motion. 
| would like to advise the committee that Mr. Inciso is present in this 
room and is ready, willing, and able to testify at the pleasure of the 
committee, and that we have present in the room all of the records 
which to our knowledge have been requested by the committee. 

Senator Dovetas. When did you leave Chicago ? 

Mr. Epes. We left Chicago on Capitol Airlines flight 906 last night, 
leaving at 9:20 p.m. 

Senator Doveras. The chairman of the committee sent a telegram 
to you at approximately 6 o’clock last night. 

Mr. Epes. We were so advised by Mr. Cotter earlier this morning. 
We were not aware that it was sent nor have we received it. 

Senator Dovetas. I ask that the committee go into executive session 
for a few minutes. 

Senator Attorr. Before we do that, may I inquire of you one ques 
tion, Mr. Edes? You stated that you were here representing Mr. 
Inciso as president of the local. Does that mean that you do not repre- 
sent him here in an individual capacity ? 

Mr. Epes. I am not quite certain that any difference that I could 
point out would be more than one of a play on words. I was asked by 
Mr. Inciso to represent him. I was advised by Mr. Inciso that my 
fee would come na the union. I assume therefore that I am repre 
senting him in his capacity as president. 

Senator ALLorr. Loe not as an individual ? 

Mr. Eves. And not as an individual, although that capacity may 
change, depending upon what occurs here. 

Senator Atiorr. Would you mind talking with your client and find- 


ing out whether you are representing him here as an individual or 
not ? 


Mr. Epes. I would be very happy to. 


Senator Atvorr. I believe he has a subpena addressed to him as an 
individual. We would like to know that fact. 
Mr. Epes. I have, Senator, what purports to be a subpena which is 


addressed to Angelo Inciso, president, Amalgamated Local, and so 
forth. 


Senator Dovatas. Is Mr. Imle here ? 
Mr. Imtr. Yes, sir. 


Senator Dovucias. Did you serve subpenas on Mr. Inciso? 
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Mr. Imue. Yes; I did. 

Senator Doueias. Did you serve subpenas upon him as an indi 
vidual ¢ 

Mr. Ine. Yes. 

Senator Doue.as. Did you serve subpenas upon him as president of 
the local ? 

Mr. Imur. Yes; on the same day. 

Senator Dovetas. Were the originals of the subpenas which you 
served signed ? 

Mr. Ime. Yes; they were signed. I kept the originals and 
him the copies, as is the usual procedure. 

Mr. Epes. May I ask whether the originals were ever exhibited to 
Mr. Inciso? 

Mr. Ime. Both copies were taken from me at the time of service, 
and they were pinned to each other. In both instances, both were 
exhibited, and only the copy was then left with Mr. Inciso at his des 

Mr. Epes. Were there two documents, sir? 

Mr. Imur. That is correct, clipped together. 

Mr. Epes. And one was to Angelo Inciso, president / 

Mr. Ime. Personally. 

Mr. Epes. And the other was to Amalgamated Local 286, no indi 
vidual named whatsoever ? 

Mr. Imur. That is correct. 

Senator Doucias. Would you consult your client to find out what 
was asked of you? 

Mr. Eprs. Yes,sir. I would be very happy to. 

CW hereupon, the committee proc eeded into executive session at 

1:25 p.m., reconvening in open session at 12:30 p. m.) 

Senator Dovaias. The committee will come to order. 

Mr. Edes, do you have a statement as to whether or not you repre- 
sent your client in his personal status? 

Mr. Epes. I have been asked to and have agreed to represent Mr. 
Inciso in both his personal and official capacities. 

Senator Dovue.as. Do you have any further statement that you 
wish to make? 

Mr. Epes. At this time, apart from the reiteration of the fact that 
we are most anxious to testify before and to cooperate with the com- 
mittee in every way, I would like to point out—and for that reason, 
sir, we do not propose to raise any technical questions, other than to 
call the attention of the committee that my client, if called to testify 
would testify with respect to what I will call the alleged subpenas, 

that he at no time saw the original of either of these subpenas, nor 
that at any time was he aware of the fact that they were pinned to an 
original subpena, nor does certainly a cursory examination of the 
documents that I hold in my hand indicate that they were pinned to 
anything, sir. 

Senator Atiorr. That they what? 

Mr. Epes. There is no indentation or pin mark, or no indication that 
they were clipped, and while the document appears to be a carbon copy 
of another document, there is no signature, either typewritten or 
original, but, sir, we are not here to interpose that. We know that if 
this were an invalid subpena, we could be served with a valid one. 
The basic reason for our having failed to appear before this time has 


rave 


- 
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been removed by virtue of the fact that we were able to secure suffi 
cient protection to satisfy Mr. Inciso’s fear for his personal safety, and 
so we arrived as soon thereafter as we were able to make arrangements 
therefor. 

Senator Doucuias. LT willask Mr. Imle to take the stand. 

Senator Atiorr. Is Mr. Inciso present, and would you designate 
who he is ¢ 

Mr. Enrs. Yes, he is. 

Senator Atnorr. Would vou desie@nate him / 

Mr. Epes. Mr. Inciso, stand up. 

Senator Doucras. Mr. Imle, you have heard the statement of the 
attorney for Mr. Inciso, that Mr. Inciso is prepared to testify that 
at no time did he see the original of these two subpenas / 

Mr. Imur. Yes. 

Senator DovGnias. Do you wish to make a statement / 

Mr. Imur. The precise manner in which I served those subpenas 
isas follows: 

On Saturday morning, November 19, at approximately 9:50 | 
visited the offices of the local ‘union at 3909 West North Avenue, Chi 
cago. There I found Mr. Inciso at the desk, accepting the usual unior 
business on Saturday morning. With him were several other perso) 
seated—imen at the stenographers’ desks because they were not working 
on Saturday. 

I had both copies, the original and copy, let’s say, of each subpena, 
paper-clipped together, and I stepped to the—he and I step ped to the 
desk icaies rv. I exhibited both, saying, “I am hereby serving you 
with this subpena,” in a formal manner, and of course left only the 
copy. 

I then made a notation at the top of the original in pencil looked at 
my watch to see the exact time I served the subpena, the one on him 
personally, at 9:25, and the one to the organization as such, at 
9: 30a.m. 

Senator DouGrias. Was the original signed / 

Mr. Imur. The original was signed by the subcommittee chairman. 

Senator Doveras. Did you show the signature to Mr. Inciso? 

Mr. Ice. I don’t think T pointed it out specifically as such. T do 
not recall that I said, “This is the signature.” I don’t think I did, 
precisely as such. 

Mr. Correr. Mr. Chairman, I think IT should make a statement. 
was surprised that this subpena was not signed. 

Senator Doveras. You mean the copy was not signed / 

Mr. Correr. The copy was not signed, and while IT don't think that 
inakes it defective, there were specific instructions and an understand 
ing with vou that on any subpenas that were to be served for the pro 
duction of witnesses, that both the copy and the original would be 
signed, and you so executed those. As you recall, we had a number of 
letters to banks—I think 70 or 80—in which the banks preferred to 
have a protec tive subpena enclosed, and it was agreed with your oflice 
in view of the shortness of subpenas, that we would send the original 
and keep a copy that was unsigned on those, but I am at a total loss 
to understand why the copy was not signed. I just make that state- 
ment for the record, because those were the instructions at the office. 
and I presumed that they were carried out. 
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‘Mr. Imue. I have no opinion, of course, as to what ensued as to 
iyone else. I took the copies, the subpenas, as they were given to me 
completed form. It is my understanding, however, quite apart 

from this discussion, that it is customary that the copy not be signed, 
iat it merely be a memorandum only after service. 

Mr. Correr. We had a discussion of that at the office, and we had 

greed that the copies would not only contain the typewritten sig 
nature of Senator Douglas, but the ones that were going to be served 
for the production of witnesses would have his signature. 

Senator Doveras. Thank you very much, Mr. Imle. 

The committee will go into executive session. 

(Whereupon, at 12:38 p. m. the committee proceeded into executive 
session, reconvening in ope n session at 12:48 p.m.) 
Senator Dovaras. The committee will come to order. 
The committee holds, first, that so far as the subpena served on 
cal 286 is concerned, which was not responded to on Monday, but 
upon which no contempt recommendation was made by the committee. 
that local 286, as represented by its president, should now deliver to 
the staff of the committee all records, Will that he done? 

Mr. Epes. That will be done, sir. 

Senator Dovaias. Do you have the records with you ? 

Mr. Epes. They are in these voluminous boxes, about 400 pounds 
of excess baggage. 

This is only a practical suggestion. It might be helpful to the 
staff if they would be willing to meet with us and go through some 

f the things which T am certain they really don’t want, although they 
were asked for. We would be very happy to cooper: ite with them 
in that regard. 

Senator Doveras. T will ask the staff to work with counsel or repre- 
sentative of the union in identifying the necessary records. As you 

, there is quite a large volume of ‘records. The cross-examination 
W will, in part, depend upon examination of these records. 

Mr. Epes. I see. 

Senator Douetas. I would say this, that if the records can be suf- 
ficiently analyzed by tomorrow morning, we will then be willing to 
hear Mr. Inciso at that time, but that if they cannot be satisfactorily 
analyzed, in the opinion of the staff, by tomorrow morning, we will 
set a hearing for a later date when they can be satisfactorily analyzed, 

id in the meantime request Mr. Inciso not to leave the ¢ ity, with the 
understanding that the citation for contempt still stands, and may 
only be modified if in the judgment of the committee Mr. Inciso later 
vives evidence of good faith. 

Senator Attorr. That is entirely satisfactory with me. 

Mr. Eprs. May I ask, Senator, as a point of information, if it were 
to take the committee an inordinately long time to analyze these 
reports——— 

Senator Dovenas. Mr. Inciso will stay in Washington during that 
time. Mr. Inciso has put the committee and the members of the com- 
mittee and the United States Senate not only to great inconvenience 
but has put the powers of the Senate in disrepute by failing to respond 
to the subpena. In our judgment, therefore, his past conduct has 
not entitled him to any special consideration at the hands of the 
committee. 
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Mr. Epes. Senator, might I make a very short statement with re 
spect to that ? 

Senator Dovetas. Certainly. 

Mr. Epes. Had certain circumstances been otherwise, I am con- 
vinced, from what I know of Mr. Inciso, and as counsel, that Mr. 
Inciso would have responded merely to an invitation of the Senate 
to testify. 

Certain facts, however, are true. When Mr. Inciso was approxi- 
mately 18 years old, and for some period prior to that, he was con- 
victed for various crimes. Since that time there have been some 
arrests, all, however, to my knowledge, in connection with picket-line 
activity and organizational activity. T hereafter, from approximately 
1943, Mr. Inciso became associated with the labor mov ement, first, | 
think, in the city of Chicago. He is not proud of his er iminal record, 
which is mentioned every time his name appears in the newspaper. 

Senator Douveias. May I say that yesterday the committee unani- 
mously decided to withhold any such recital of those facts, and they 
are not part of the official record of this committee. 

Mr. Eves. Well, I don’t want to be appearing— 

Senator Doveras. I want to make it clear that no such adverse 
material was introduced in the absence of Mr. Inciso. 

Mr. Epes. I recognize that, but we know that these are the facts 
and we cannot hide them. But I think that they will in part explain 
why Mr. Inciso did not appear, and I think that the Senators ought 
to have these facts before ee. if they do not. 

Mr. Inciso has now been associated with this union for quite some 
time in the city of Chicago, and represents in excess, I believe, of 3,500 
employees. His present position, of course, is as president. Approxi 
mately 214 years ago—— 

Senator Attorr. Mr. Chairman, I wonder if we could halt this a 
moment. I want to be present, and I have a call I have to take. 

Senator Dovetas. Yes. 

(The subcommittee took a short recess. ) 

Senator Doveias. Will you resume your statement / 

The committee has already taken up a great deal of time in trying 
to get the presence of Mr. Inciso. Will you be as concise as possible ’ 

Mr. Epes. I realize that. Two further facts: Approximately 21, 
years ago Mr. Inciso was shot and wounded in Chicago by assailants 
unknown but believed by the police and him to be lawless elements 
seeking to take control of his union. As a result of that, the police 
department of the city of Chicago insisted that he be assigned armed 
bodyguards, and they have to this date been assigned, and i in a state- 
ment made to the press just the other day, the commissioner has indi- 
cated that he proposes to continue that indefinitel 

Approximately 3 weeks ago, Senator, the offices of this union were 
bombed in what we believe was a further attempt upon Mr. Inciso’s 
life. When the subpena was served, Mr. Inciso asked the commis 
sioner whether 

Senator Doveras. Asked whom ? 

Mr. Epes. Asked the police commissioner whether he would permit 
the policemen that were assigned to him in the city of Chicago to ac- 
company him here to the city of Washington to appear before the 
committee. The commissioner said the city r of Chic ‘ago was interested 
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only in preserving his life within the city limits. Since that time, 
efforts were made to secure protection, including a request to this com 
ittee, if that was possible. 

After communicating with a host of detective agencies in the city 
of Chicago, who finally communicated with a detective agency in the 
‘ity of W ashington, the following arrangement was made for his 

presence, and that was consummated just “about 5 o'clock yesterday 
ifternoon, Senator. The Chicago police bodyguard would accom- 
pany him to the airplane and leave him there, and he would then be 
met in Washington by two bodyguards to protect him, at his ex- 
pense, sir, during his stay in the city of Washington. 

It was simply because this man has, we believe, with substantial 
basis, a fear of his life, that prevented him from appearing forth- 
with. 

Senator Dovucias. That was not stated to this committee. 

Mr. Epes. When I was first called in upon this matter, Senator, 
which was only early yesterday, I asked Mr. Inciso whether such a 
statement had been made to the committee. He told me that he had 
asked both Mr. Peters and Mr. Oddo, who previously, I understand, 
had appeared before this committee, to so advise the committee, and 
we were advised by Mr. Oddo that he had so advised the committee. 

Senator Dovucuas. The record will show the facts on this. But, 
subject to confirmation by others, my memory is that Mr. Peters 
and Mr. Oddo—is that his name—— 

Mr. Epes. I think so. 

Senator Dovucias. Were very careful to state they were not ap- 
pearing as attorneys for Mr. Inciso—attorneys or represents itives of 
Mr. Inciso. They made informal statements to the committee about 
what they believed to be the reasons for Mr. Inciso’s absence, but 
they did not make these statements formally, I believe, or on his be- 
half, and I think they furthermore informally advised Mr. Inciso 
that he should come. 

Mr. Epes. When I was called in upon the matter, Senator, I had 
suspected that there might be some lack of communication. In any 
event, to ascertain that 

Senator Dovetas. Not only was there some lack of communication, 
but total lack of communication, which justified this committee in 
recommending that he be cited for contempt. 

_ Epes. In any event, when I was first consulted on the matter, 

advised my client that he ought to appear, even if no protection 
were possible, and second of all 

Senator Dova.as. I wish he had followed that advice originally. 

Mr. Epes. I wish I would have been called in originally. I think 
it would have saved the committee a great deal of time. In any 

event, sir, I asked Mr. Inciso whether he would by telegram so advise 
the committee, and I believe such steps were taken. 

Senator Dovenas. He has his bodyguard with him now? 

Mr. Epes. Yes, sir. 

Senator Doveras. Does he fear violence at the hands of members 
of the committee? 

Mr. Epes. There is no fear whatsoever at the hands of the commit- 
tee, none whatsoever. 
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Senator Dovuecias. May I ask if we have members of the Capito 
Police in the room? You are a member of the Capitol Police? 

Mr. Down. We are a member of the Metropolitan detail. 

Senator Dovucias. We requested you to protect this man within the 
confines of the Capitol Grounds, isn’t that true ? 

Mr. Down. That will be done, Senator. 

Senator Dovenas. May I ask if vou have examined the bodyguards 
and found out whether or not they are armed ? 

Mr. Dowp. We have dearmed them. We took their guns away 
from them downstairs. 

Senator Dovueias. That is a proper procedure. No one should 

carry weapons within the confines of the Capitol. 

Mr. Epes. I may add, their presence here was only to help us 

carry these numerous heavy exhibits. We feel fully secure within 
the confines of the ¢ apitol Grounds, and we have—— 

Senator Doveias. The officers will return the weapons to the body 
guards as they leave the Capitol Grounds, but being faithful of. 
ficers of the law, I am sure they will see that no weapons are carried 
into this building or upon the grounds of the Capitol itself. 

Thank you very much. I want to commend the officers for their 

care in this matter. I was told by the staff that you were here. 

Mr. Correr. Mr. Edes, when did you first represent—— 

Senator Doveras. I thought we might need a little protection our- 
selves. 

Mr. Correr. When were you retained by Mr. Inciso / 

Mr. Epes. I was asked by Mr. Inciso formally to act as his counsel 
yesterday late in the afternoon by telephone. I had met with Mr. 
Inciso the day before that, when he asked me, having known me for 
many years when I was General Counsel of the Wage Stabilization 
Board and prior to that time when I was vice chairman of the War 
Labor Board in Chicago—and he was a direct customer of that 
agency—he asked me to come to his office and discuss this matter with 
him, j just as a totally informal matter as one might ask a friend. 1 
agreed to do that, and did that, sir. 

“Mr. Correr. Did you prepare the wire which was sent in here yes- 
terday which he signed ? 

Mr. Eves. Yes, I did. 

Senator Doveuias. That was night before last ? 

Mr. Epes. That was the night before last. I, at that point, had 
no notion Mr. Inciso would ask me to represent him further, until 
I received a call late yesterday afternoon, and I consulted my partners 
and we agreed that we would undertake to do so. 

Senator Doveras. Well, do the bodyguards fully understand, 0 
if they do not understand will you instruct them, that they are to 
deliver any firearms which they may carry on their persons to members 
of the Metropolitan or Capitol Police as they enter the building? 

Mr. Eves. We certainly will, Senator. 

Senator Doveras. Very, good. Now you are temporarily excused. 

Mr. Inciso is still under ‘subpena, and the staff and the committee 
will make a decision as to when he should be heard. 

The subcommittee will adjourn until 2 o’clock this afternoon. 

(Whereupon, at 1:05 p. m., the subcommittee adjourned until 2 


p- m.) 
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AFTERNOGN SESSION 


The subcommittee reconvened at 2 p. m., Senator Paul Hl. Dougla 
residing. ) 
' Senator Dovuenas. The hour of 2 o'clock having arrived, the commit- 
will come to order. 
[he case which we are going to call this afternoon is that of 
Dressers and Dyers Local 196 and Philadelphia Fur Work 
nion Local 53. We subpenaed Mr. Israel Freedman in thi 
Did you serve him, Mr. Suss ? 
Mr. Suss. No, sir. He was served by the United States marshal. 
Senator Dot GLAS. He was served by the United States m urshal, fo. 
ppearance yesterday. 
\ir. Suss. Yes, sir. 
Senator Dovenas. I have receive : a letter from Dr. Davi i J. Cohen. 
S23 Pine Street, Philadelphia 3, Pa., dated November 


To Whom It May Concern: 

Phis is to certify that Mr. Israel Freedman has been under my prof 

ire from November 26, 1955. 
That was last Saturday. What time was he served’ Do you r 
member ? 

Mr. Suss. He was served around noon. According to the marshal, 
\ir. Freedman was served around noon. 

Senator Doveias. On Saturday? 

Mr. Suss. I think Mr. Cotter has the date. 

Mr. Correr. The information was sent up here from the office. Who 

ade the eall? 

Mr. Suss. Mr. Plant. 

Senator Doveias. Mr. Plant, Mr. Francis X. Plant, can you testify 
when Mr. Israel Freedman was served ? 

i PrLant. He was served about noon, November 25, by Mr. George 
M. Gehringer, deputy marshal. 

Senator Doveias (reading) : 

This is to certify that Mr. Israel Freedman has been under my professional 
care from November 26, 1955. He is suffering from an acute streptococcic 
pharyngitis— , 


[ do not know what pharyngitis is— 


complicated by a severe gastroenteritis— 
[ think I know what that is. 
I would estimate that he will be totally disabled until December 5, 1955 


hich is when this committee was presumed to have concluded its 

hearings. 

This man was served on one day, goes to the doctor the next day, the 
doctor writes a certificate, saying that the man is suffering on, an 

cute - ptococcic pharyngitis complicated by a severe gastroenter- 
tis, I don’t know what the English translation of those words would 
be but I would say it might be the equivalent of a nervous stomach. 

Mr. Suss. I have a comment to add to that, if I m: iy, Mr. Chairman. 
l received a telephone call from Mr. Harold I. Cammer. If you wish 
| will give you the substance of that call. 

Senator Doveras. All right. 
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Mr. Suss. In connection with this matter, Mr. Cammer called the 
subcommittee and he stated that Mr. Freedman was unavailable be 
cause of these medical diagnoses but he asked if the chairman could 
postpone the hearings for another week, when he thought Mr. Freed- 
man would be available, and he said that he would make Mr. Freedman 
available to whatever doctor the subcommittee suggests to examine 
him. 

Senator Dove.as. May I say this: some members of this committee 
are businessmen. The Senator from Colorado made a trip of more 
than 1,000 miles to get here, and will have to go over 1,000 miles more 
to get back. He interrupted his vacation, which he needs. 

The Senator from Illinois has certain duties to perform. He didn’t 
make as long a trip as the Senator from Colorado, but he made a trip 
of some distance. 

We can be played with like ducks and drakes, and you go to any 
doctor to get a certificate. Iam disposed to ask Mr. F reedman to come 
down here on December 5 5, which will be next Monday, and subject 
himself to a medical examination. 

Senator Atiorr. Mr. Chairman, in this respect, I would like to 
observe this for the record. We have had a considerable rash of these 
ever since we started these investigations last spring. 

Now, I don’t know what the law is, and I would like to ask the staff 
members what the law is, if there is any law that particularly per- 
tains to it or whether it is a matter completely within the committee’s 
discretion. We also know that it is very easy to send a wire alleging a 
lot of wild statements. 

We received one such wire from Mr. Inciso a day or so ago, and we 
received wires and letters and doctors’ statements, and I believe that as 
a policy of the committee, it might be wise to have the staff investi- 

gate whether or not we should not require that excuses, based on medi- 
cal disability, as well as other excuses for that matter, be rendered to 
the committee under sworn statements. 

Not that [ attribute anything wrong to these two particular doctors. 
I don’t know them, but the frequency with which this thing arises is 
so uncanny as to cause even the most naive person to be suspicious. 
I remember one such statement in connection with a man in the laun- 
dry workers case filed by a doctor, which, as circumstances have 
proven, I believe to be an absolute and utter falsehood. 

We have no recourse on the doctors when they send these state- 
ments about their patients. But I would like to have the staff advise 
me, or if they are not prepared to do it now at a later time advise 
this committee, whether it would be appropriate to require in any 
intsance when such statements were to be submitted—particularly 7 
am thinking of statements by doctors concerning illnesses—that. they 
be submitted under oath, so that the same penalties attach to the 
doctors as attach to the witnesses themselves. 

Senator Doveras. I think that is very proper, and I will ask the 
staff to do that. In the meantine, we have the question as to whether 
we should ask Mr. Freedman to present himself for physical exami- 
nation next Monday. 

Senator Atxorr. Is he here? 

Senator Doveras. No. He isin Philadelphia. The letter states— 
“T would estimtae that he will be totally disabled until December 5.” 
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Senator Atuorr. I think December 5 would be a good day for him 

present himself. 

Senator Dovcias. Then suppose we ask him to appear December 

und the only medical certificate we will recognize on that occasion 

\| be a certificate from the physician of the House and Senate. 

|] the staff be so guided and inform Mr. Freedman ? ’ 

Now, Mr. Suss, you have already given your name, and positio1 
for the record in connection with another case. Will you raise your 
right hand ? 

Do you solemnly swear, or affirm, that the testimony which yo 

about to give is the truth, the whole truth, and nothing but the 
ruth, so help - you God? 

Mr. Suss. I do. 

Senator Doveias. Would you tell us what you found out in the 

ise of the Fur Dressers and Dyers Local 196 and Philadelphia F 
Workers Union Local 53? 


TESTIMONY OF FREDRIC T. SUSS, STAFF MEMBER, SUBCOMMITTEE 
ON WELFARE AND PENSION FUNDS 


Mr. Suss. Yes, sir. Before I proceed with that, I would like to 
inish an address which you asked for yesterday and I was not able 
furnish: Sidney Gruber, 917 85th Street, North Bergen, N. J. 
We made an investigation of the Fur Dressers and Dyers Local 
196 welfare and pension funds. Loca! 196 was a one-plant union, at 
‘mouton manufacturing plant of Workman & Co., at Sixth and 
Jefferson Streets in — n, N. J. The company is a corporation 
vned by three brothers, J. A. Workman, Morris Workman, and M. S. 
W orkman. Their work consisted mostly of defense contracts for fur 
= ars to be used on jackets for the Armed Forces. 
[srael Freedman, also known as Ike Freedman, is business manager, 
‘was business manager of local 196. He is also business manager 
Philadelphia Fur Workers Local 53. 
We found in Local 196 that the union had complete control of the 
health insurance fund, so-called. By contract in 1946, the employer 
id agreed to turn over to the union certain contributions to a he alth 
surance fund. No accounting was ever made to the employer, and 
no other information given to him. Contributio ms by agreement at 
rst were 114 percent of payroll, which was later amended in 1950 to 
2 percent of gross payroll. The contributions were deposited by th: 
on in a separate account, in Gimbel Bros. Bank & Trust Co., Phila- 
lelphia. Both locals, 196 and 53, have the same address in Philade!] 
ia, 13 North 13th Street. 
I found that no trust agreement was ever drawn, and the health in- 
ance plan was merely handled by the officers of the union as part 
.e business of the local. 
W orkman & Co. closed their plant in Camden around November 1, 
4, and there remained in the health insurance fund account a bal- 
ance of about $22,800. These funds were withdrawn by the union, and 
deposited in the account of the health insurance fund of local 53 on 
February 15, 1955. 
Mr. Correr. Was there any formal action or sanction given for that 
transfer? 


For Mr. Freedman’s testimony, see pp. 1497-1498, 1539-1546, 1599-1616, infra. 
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Mr. Suss. There was no sanction given but there was a so-called 
merger drawn up by an attorney for the International Fur and Leather 
Workers Union in which he purported to merge the 2 health insurance 

funds into the 1 fund called the health insurance fund of local 53. 

Mr. Correr. Where was local 196 again / 

Mr. Suss. The tiice of the local was in Philadelphia. 

Mr. Correr. Where was the plant ? 

Mr. Suss. The plant was in Camden, N. J. 

Senator Doucuas. Just across the river ? 

Mr. Suss. Yes, sir. Just before the merger of these two welfare 
funds, there had been on deposit in the checking account of local 53 
health fund about $19,700. 

After the deposit of the funds of local 196 in this account and on 
or about February 24, 1955, a check was drawn on the local 53 health 
insurance fund in the amount of $25,000, payable to Harold I. Cam 
mer, as attorney, and around March 8, 1955, another check was drawn 
from this account to Cammer in the aniount of $15,000, 

Mr. Correr. $15,000 ¢ 

Mr. Suss. $15,000. 

Senator Dovanas. I beg your pardon, $15,000 ? 

Mr. Suss. Yes; making a total thus far of $40,000 which was sent 
out of these funds to Harold I. Cammer. When asked about these 
payments to Cammer, Israel Freedman, business manager of both 
locals, stated that the fund invested 1 in a mortgage through Cammer as 
their attorney in the amount of $40,000 at 5 percent interest. This 
mortgage was on property owned by the New Kinderland Camp Corp. 
and amp Lakeland, Ine. 

Mr. Correr. At Camp Lakeland ? 

Mr. Suss. No; there were two corporations—and Camp Lakeland, 
Inc. What was called the mortgage actually amounted to a prior 
claim in the amount of $40,000, on a $90,000 mortgage held by the 
Sylvan Lake Holding Corp. 

Mr. Correr. Will you explain that? 

Mr. Suss. The Sylvan Lake Holding C orp. acquired in December 
1954 a consolidation of several mortgages which amounted to $90,000 
on this property. I have to give you a little history to tell you how 
that happened. Originally, this mortgage was held by an organiza- 
tion known as the International Workers Order. This organization 
was ordered liquidated by the Supreme Court of New Y ork beeause 
of its Communist connections. 

Mr. Correr. How did you establish that? 

Mr. Suss. I would like to read to you an excerpt from the opinion 
of Justice Henry Clay Greenberg of the Supreme Court of New York 
in that case. 

Mr. Correr. Just the pertinent portion. 

Mr. Suss. A small part of it: 

There is clear evidence that the IWO maintained close ties with the Cou- 
munist Party, knowing its purpose to teach, advocate, and encourage the over- 
throw and destruction of the United States Government by force and violence, 
that IWO aided the Communist Party in carrying out this program, and cir- 
culated and distributed its literature advocating the overthrow of the Govern- 
ment. Such activity may in another forum be held to constitute a violation 
of both the Smith Act and the State criminal anarchy act. It follows that 


the charter of the IWO does not contain and never has contained a true state- 
ment of its purposes. 
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fhe opinion continued: 


lience, the original filing of the charter was in violation 
irance law. Thus, in its very genesis it perpetrated a State 
ensibly, it was to be a fraternal benefit society Act ok i int ded 
nd did in reality become a political front for a revolutionary group which 
: to follow a clearly prescribed political program In fact, the role which 
was to play had a far greater significance in the contemplation of its Commu 
t organizers. It was to become, in effect, the alter-ego of the Communist 
tv, if that party was to be declared illegal, or if it served better ends, t 
tion through a purportedly respectable front as the IWO 


he supreme court ordered Mr. Bohlinger, » iperintendent of In- 

rance for { he State of New Y ork, to liquidate the assets of the LW ). 
\ir. Bohlinger proceeded to do that after a suflicient time had been 

owed to appeal the decision of the onan and the decision was up- 

d. Consequently, around the end of 1954 Mr. Bohlinger was pro- 

eding with the liquid: ition of LWO’s assets. 

In December 1954 a check was sent to Mr. Harold Ll. Cammer, attor 
ey in New York. for $15,000 from the general funds of local 53 in 
Philadelphia. It turned out that some of this money came from a 

un borrowed from the 53 health insurance fund in the amount of 

000, and from the local 53 retirement fund in the amount of $4,500, 

ich mone Vy has since peen re pi uid to these two funds without inte rest. 

Around December 1954, when Mr. Cammer received this check 
from local 53, he was busily organizing Sylvan Lake Holding Corp. 
for the pongo of taking over the assets of the [WO, insofar as they 
related to Camp Kinder land. At this time, Harold I. Cammer had 

iggested to the officers of local 53 that they might invest in the mort- 
gage on these two camps, and they took the suggestion favorably and 
creed to do it. 

Mr. Correr. What is the source of this information ? 

Mr. Suss. Harold 1. Cammer told me that in an interview. 

Senator Doueias. Did you inform Mr. Cammer that his testimony 
was going to be brought out at this hearing ¢ 

Mr. Suss. I didn’t, * but Mr. Cotter addressed a letter to him inform- 
ng him of the he: aring and what was to be brought out. 

Senator Doucias. He had been notified of the hearing, notified of 
the possible testimony. 

Mr. Suss. Yes, sir. 

Senator Doucias. Is Mr. Cammer in the room ? 

( No response. ) 

Mr. Correr. Go ahead. 

Mr. Suss. Mr. Cammer told me also that he represented all parties 
in this transaction, but took a fee from one of them, not mentioning 
which. For the purpose of taking over the assets of IWO, as I have 
stated, he organized the Sylvan Lake Holding Corp. The officers of 
the Sylvan Lake Holding Corp., as given to me by Mr. Cammer, are 
Simon Federman, president, Abraham Estersohn, and Samuel Nelson. 

Mr. Correr. Who? 

Mr. Suss. Sam Nelson. 

Mr. Correr. Are they of New York City ? 

Mr. Suss. Yes. Abraham Estersohn, 1710 Carroll Street, Brook- 
lyn, N. Y. Simon Federman gave as his address before a congres- 
sional committee, 625 Ocean Avenue, Brooklyn, N. Y. 
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Federman testified before the Un-American Activities Committee 
on May 4, 1950, and he represented the American Federation for Aid 
to Polish Jews. He appeared to oppose Communist control legisla- 
tion, but he stated he was never a member of the Communist Party. 
However, he was cochairman for the Committee for the 300th Anni- 
versary of Jewish Settlement in the United States of Ameri ica, accord- 
ing to their 1954 letterhead. This was, according to the records of 
the House Un-American Activities Committee, a Communist front 
set up to take advantage of the legitimate committee to celebrate the 
300th anniversary of Jews in America. 

Mr. Correr. Well, did you establish that Camp Kinderland or the 
properties covered by this mortgage, the funds for which emanated 
from these locals, did have some Communist affiliation? Is that the 
purpose of this testimony ¢ 

Mr. Suss. Yes, it is. Do you want me to go into that now? 

Mr. Correr. Yes. 

Mr. Suss. The Joint Legislative Committee of the State of New 
York on Charitable and Philanthropic Organizations held hearings 
last August and they inquired into Camp Lakeland and Camp Kinder- 
land for the purpose of determining whether or not these camps were 
used for Communist propaganda purposes. During the course of 
their hearings, they mw as a witness Dave Greene. Incidentally, 
Mr. Greene at that hearing was represented by Ralph Shapiro, 9 
East 40th Street, New York, who is the same attorney representing 
Israel] Freedman in this case. 

Mr. Greene gave to that committee his address as 193 East 98th 
Street, New York City. He was asked in that hearing, “What is your 
business’ *? His answer was, “I am the manager of Camp Lakeland, 
Inc.” 

Question : “Does Camp Lakeland, Inc., also operate Camp Kinder- 
land?” And his answer was: “Camp Kinderland is a part of Camp 
Lakeland.” 

Later in that hearing, he was asked if he gave regular lectures at 
those camps and he took the fifth amendment rather than answer that 
question. He also submitted to that committee the cultural program 
for 1955 of Camp Kinderland, and the staff of that committee has 
advised me that at least five of the recommended reading materials at 
the back of that program were definitely established to be Communist 
propaganda. 

Mr. Correr. Well now, these funds that were put into this mort- 
gage—what did the trustees of the fund hold by way of evidence of 
this indebtedness? What claims did they have? 

Mr. Suss. For this a Mr. Harold I. Cammer organized 
another corporation to hold the mortgage. This corporation was 
called the 53 Holding Corp., and the officers of this corporation as 
given to me by Mr. Cammer were Harry Lukacher, president, Ben- 
jamin Metcoff, treasurer, Israel Freedman, secretary, and Frank 
Brownstone, director. All of these officers, except Brownstone, are 
also officers of local 53. Mr. Brownstone is an international officer 
of the Fur & Leather Workers Union. 

Now, I think it is significant that the employer representative in 
the fund, although he has no official designation as a trustee, was 
omitted from the officers of this corporation although his name is 
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required on checks of the fund before moneys can be drawn from 
the account of the bank. His name is Lee Fuerstein. 

[ interviewed Mr. Fuerstein, and he said he had approved this 
nvestment because it was briefly described to him as an investment 
n real estate, which was very safe and advisable. However, he 
vas quite surprised to learn that the mortgage in which the fund 
had invested was not held in the name of the fund but was held in 
the name of a corporation known as the 53 Holding Corp., in which 
he had no voice. 

Mr. Correr. And there is no direct legal responsibility between 
the corporation and the fund from which they obtained the money? 

Mr. Suss. I will have to go back now and tell you what Mr. Cammer 
told me about these locals. He said that around December of 1954 Mr. 
Freedman came to him with the other officers of the local and said 
they were having some difficulty with Workman & Co. with regard to 
the pension fund, and they asked his assistance. 

Then Mr. Cammer told me that he looked into the matter and he was 
quite surprised to find that neither of these funds had a trust agree- 
ment or was operating under a trust agreement. So he drew up what 
ie called a merger of these two funds, and in it he provided that the 
trustees would be the officers of the union, and no mention was made 
of the employer representatives. The merger recited that it would 
operate as a trust agreement in the future, and it also recited that the 
trustees would not be bound by any local laws controlling the invest- 
ment of trust funds. I asked Mr. Cammer why he made this provi- 
-ion, and he said that it was so that the investment could be made in 
this mortgage. 

Now, I have some information on Mr. Cammer from the House Un- 
American Activities Committee which is rather lengthy and connects 
him with several organizations. 

Mr. Correr. You might just give us the brief substance of it, if you 
will, and if you feel that you should introduce it in the record to sup- 
plement it, you may do so, with the chairman’s permission. 

Mr. Suss. The chairman of the Un-American Activities Commit- 
tee of the House of Representatives furnished to the chairman of this 
subcommittee on July 18, 1955, a communication which says that— 

The public records, files, and publications of this committee contain the fol- 
lowing information concerning the subject individual. This report should not be 
construed as representing the results of an investigation by or findings of this 
committee. It should be noted that the individual is not necessarily a Com- 
munist, a Communist sympathizer, or a fellow traveler unless otherwise 
ndicated. 

And then follows a series of information I have here. The first 
thing they have is: 

Harold I. Cammer has appeared in public hearings of this committee as 
counsel for the following witnesses who refused to answer any questions con- 
cerning present or former membership in the Communist Party. 

Mr. Correr. I doubt if that is too pertinent. 

Mr. Suss. Do you want me to omit that? 

Mr. Correr. I think so. 

Mr. Suss. The next item is: 


The Daily Worker of March 5, 1951, listed Harold I. Cammer, New York, N. Y., 
as one who signed a statement urging the President and Congress to defend the 
rights of the Communist Party. 


62033—56—pt. 3———40 
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Mr. Correr. It is all similar to that ? 

Mr. Suss. Yes; except something more recent: 

The Daily Worker of May 26, 1954, on page 8, reported that Harold Cammer 
was elected to the board of directors of the National Lawyers Guild, New York 
City Chapter, for the year 1954 and 1955. 

Mr. Correr. Well, if I can attempt to summarize this, first, when 
local 196 became inactive and its fund was transferred to and merged 
with local 53, was there any action on the part of the membership of 
local 196 to have this done / 

Mr. Suss. None that I could find. However, Mr. Freedman stated 
to me that he announced at a meeting—one of the final meetings of 
local 196—that this action was contemplated, and he and Mr. Cammer 
were careful to point out that the new fund would assume the obliga- 
tions of the old one. 

Mr. Correr. Did you investigate to see whether they had or not? 

Mr. Suss. Yes; to some extent I found that for almost a year after 
this merger had been accomplished, none of the former members of 
local 196 submitted a claim under the provisions of their health pro- 
gram until after we started our investigation, and then the former 
president of the local entered the hospital for a hernia operation. 
That is the only instance to which they could point at that time. 

Senator Dovuenas. And virtually all the funds of the union had 
been siphoned off, together with the reserve in local 53 and put into 
these camps? 

Mr. Suss. The funds of the health insurance fund of local 196. I 
think that is a fair assumption from the bank account. 

Senator Dovetas. So that on the basis of investment policy, regard- 
less of how these camps were conducted, this would be about the worst 
investment of funds that you could picture ; would it not ? 

Mr. Suss. If the situation as pointed out by the Supreme Court in 
New York still prevails, and I think there is some evidence that it 
does from the people connected with this thing, I think that the charac- 
terization of this investment as unsafe and unsound would still prevail. 

Senator Dove.as. And then to put all of the funds into a camp for 
young people which is under legal suspicion, which it is not certain 
will be yermitted to open again, from the very standpoint of invest- 
ment, without regard to whatever may be taught there, that would 
be about as unsound a procedure as you can think of, would it ~ Q 

Mr. Suss. Yes; but in that connection I should say that Mr. Cam- 
mer’s position is ‘that the property is worth, I think he said, 3 or 6 
times as much as the investment placed in there, the real estate. 

Senator Dovucias. Yes; but even so, real estate is the most difficult 
to liquidate, whereas a health and welfare fund will need reserves to 
meet claims. 

Mr. Corrrer. There is no certainty, except the good faith of the 
owners of this corporation, that the welfare fund of local 53 has a 
good mortgage for the funds that it put into this, is there ? 

Mr. Suss. Well, it depends on the legality of all these documents 
which Mr. Cammer has drawn up. He “drew up a merger of the two 
funds which purported to set up a trust, and then he purported to 
have that trust invest in the mortgage. I don’t know whether or not 
the merger which he effected did create a valid trust, since the status 
of the fund was so much in doubt. 
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Mr. COTTER. Would you tel] us about the Pensiol fund of lox al 196? 

Mr. Suss. Yes. Local 196 negotiated in 1950 with the employer, 
Workman & Co., for a pension fund. 

Mr. Correr. Could you tell us, did your investigation go into 
whether Workman & Co. was working on a cost-plus arrangement 
for the Government ? 

Mr. Suss. No; we didn’t go into that. 

Mr. Correr. Go ahead. 

Mr. Suss. The pension fund provided for a 2-percent contribution 
of payroll. Inthe agreement which was drawn up between the union 
ind management, a provision was made for this contribution, and it 
vas agreed that the employer and the union would get together and 
draw up a trust agreement, and in addition to that, apply to the 
Internal Revenue Service for necessary approval for such a plan. 
However, this was never accomplished. The contributions were made 
by the employer in a total amount of some $12,500, and the union and 
employer never got together to draw up a trust agreement. They 
never could agree on the terms of the trust agreement, so the pension 
plan never went into effect, although contributions were made. 
~ Tt was agreed that the contributions would be kept in a bank ac- 
count over the joint signatures of the employer representative, Mr. 
Joseph I. Stein, who was also an attorney for the e mployer, and two 
union members. The funds were so deposited in the Broad Street 
Trust Co. in Philadelphia, and without the knowledge of Mr. Stein, 
these union officials filed a resolution with the bank, changing the 
names on the signature card, eliminating Mr. Stein, and replacing 
him with two union officials. Some time later they removed all the 
funds from the Broad Street Trust Co. and deposited them in other 
hanks. Mr. Stein did not know of this action until I questioned him 
inthis regard. Mr. Stein is here to testify as to what happened after 
that. 

Mr. Corrrr. Have there been any claims or any pensions paid out of 
the fund to former members, or members of the now defunct local 
196 ¢ 

Mr. Suss. No pension claims were paid. As a matter of fact, that 
s how we got into this investigetion. We received a complaint from 
a person who believed he was entitled to a pension from this local, and 
upon discussing the matter with him and some of the other former 
nembers, we learned that no one had received any benefits. 

Mr. Correr. Now, have the employees of Workman in the main 
stayed in the industry and are they now members of local 53? 

Mr. Suss. I did ask that question of Mr. Freedman and he said that 
they were mostly unemployed. In fact, I think he said all of them 
were unemployed at the moment, but he said that they were still cov- 
ered for health benefits under the health insurance fund. I pointed 
out to him that they could not be eligible, because one of the eligibility 
requirements is the payment of regular dues, and he said that their 
dues were being paid by the local. 

Mr. Correr. By what local? 

Mr. Suss. Local 53 for a year, and then after that they would cease 
to be eligible. 

Senator Doveras. But in the meantime, local 53 had taken $22,868, 
plus twelve-thousand-dollars-some in the funds of 196, and transferred 
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to those of 53, and then had made this investment of $40,000 in these 
camps; isn’t that true? 

Mr. Suss. That is true. 

Mr. Corrrer. The pension-fund portion of the money, however, was 
not involved in the investment in the camp ‘ 

Mr. Suss. That is correct, sir. 

Mr. Correr. I have no questions. 

Senator Doveras. I have no questions. 

Senator Attorr. No questions. 

Senator Dovetas. Thank vou, sir. 

The next witness is Joseph L. Stein of 225 West 34th Street, New 
York City. Will you give your name and address for the 1 -ecord ? 

Mr. Srery. My name is Joseph L. Stein. I am an attorney at law 
with offices at 225 West 34th Street, New York 1. 1 live at 760 West 
Broadway, Woodmere, Long Island, N. Y. 

Senator Dovetas. Mr. Stein, will you raise your right hand, please? 

Do you solemnly swear, or affirm, ‘that the testimony which you are 
about to give is the truth, the whole truth, and nothing but the truth, 
so help you God ¢ 

Mr. Stern. I do. 


TESTIMONY OF JOSEPH L. STEIN, ATTORNEY AT LAW, 
NEW YORK, N. Y. 


Mr. Correr. Mr. Stein, you have been an attorney for the Workman 
Co. ? 

Mr. Sretn. That is right. 

Mr. Correr. In that connection, you had something to do with the 
company’s pension fund ? 

Mr. Svein. Well, only in connection with the pension fund, only to 
the degree that I helped negotiate the contracts, but I was not a trustee 
of that fund. 

Mr. Correr. You were what? 

Mr. Stern. I was not a trustee of that fund. I was a trustee only on 
the pension fund but not the welfare fund. 

Mr. Correr. We are talking about the pension fund. 

Mr. Stern. I am sorry. 

Mr. Corrrr. This was pursuant to a series of collective bargaining 
agreements between the union and the employer ¢ 

Mr. Stern. That is right, pursuant to a series of collective bargain- 
ing agreements that covered a period of years. 

Mr. Corrrer. Was the pension fund agreement a separate agreement 
from the welfare fund ? 

Mr. Srern. Yes; that portion was separate. 

Mr. Correr. And was this subsequent to the Taft-Hartley provi- 
sions that required a joint type of fund? 

Mr. Stern. That is right. 

Mr. Correr. Did you, as the company attorney, and the correspond- 
ing union attempt to enter into a trust-fund arrangement ? 

Mr. Srern. Well, when you use the word “attempt” we never really 
succeeded in entering into a trust agreement, for one simple reason. 
In 1950, when this fund was established, that is, when the agreement 
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establishing this fund was prepared and signed, business started to 
go quite bad, and the moneys that we contemplated would come in, 
were so small that we felt we wanted an accumulation of a major sub- 
stantial sum of money before determining on any agreement. Other- 

wise, we would never be able to agree on retirement terms, and so as 
of the time that Mr. Suss came to see me, some months back, there 
was only about $12,000 there. 

Mr. Corter. In the meantime, the company had gone out of business? 

Mr. Stern. The company went out of business in latter 1954. 

Mr. Correr. The accumulation of this fund went into a final trust 
agreement ¢ 

Mr. Sreimn. That is right. 

Mr. Correr. You and representatives of the union joined in a bank 
account or trust account ? 

Mr. Srern. That is correct. 

Mr. Correr. Where were these funds deposited? What individuals 
were also on the account with you? 

Mr. Srern. There was Mr. Israel Freedman and Mr. Brownstone, 
[ believe, and withdrawals were to be made on the signature of either 
Mr. Freedman or Mr. brownstone and myself. 

Mr. Correr. Was there any discussion with those gentlemen as to 
what dis sposition would be made of the fund? 

Mr. Srers. Yes. Back in 1954, Mr. Cammer delivered to me what 
purported to be an agreement consolidating the local 196 funds with 
the local 53 fund. I believe it was Mr. Freedman who represented to 
me that the matter had been agreed to by my client and I, being subject 
to my client’s whim and disposition in connection with that, was asked 
to sign that agreement, and thereupon it would be taken from my 
office to my client’s office for signature. 

I rather hastily signed it, and before d: livering it, however, I tele 
phoned to my client to verify what I had been told, and on bei sing told 
that they hi: ad not agreed, immediately scratched out my signature 
and refused to do anything further with it. I told him that we would 
not release these funds at that time, that we would not consent to an 
amalgamation of these funds with any other fund until we knew just 
what final disposition would be made of the Workman Co. business. 

Mr. Correr. Was there any disposition as to how you might get an 
official ruling, or how the funds might properly be disposed of ? 

Mr. Srermn. No, we did have one discussion, and it was this: that 
Workman & Co. contemplated closing their doors. ‘This fund that was 
accumulating was intended to be used for pensions for employees 
working for Workman who were members of local 196. The union 
requested that we apply the doctrine and permit these funds to be 
used for pension purposes only by the Philadelphia unions; that is, 
it was supposed to have been ac ‘onsolidation of all of the International 
Fur and Leather Workers locals in the Philadelphia area, of which 
this Camden firm wasa part. At that time, as I said, we didn’t know 
whether or not Workman might change their minds and decide to re 
main in business, and we refused to have anything to do with it. That 
was the only discussion with regard to it. 

Mr. Corrrr. Is that the last vou heard of it 4 
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Mr. Stern. No, that is not. Since that time, of course, Workman 
has completely gone out of business and they are now trying to rent 
or otherw ise dispose of their plant. 

A claim was made against Workman & Co., presumably for some un- 
paid vacations due to Workman & Co. emplovees. This goes back to 
about 3 months ago. That claim came to a total of approximately 
$3.000. Workman & Co. was asked to pay it, and they contested their 
liability. As had happened over the past years, whenever a claim 
was made against the employer, there was an effort made to mediate 
the claim rather than to arbitrate it, if that could be avoided, and 
the mediations meeting was held at my office, I should say about 6 
weeks ago. 

The question of the fund was brought up at that time by me. IT had 
a considerable amount of trouble and quite a bit of heartache, especially 
after I had learned the startling facts that I did from Mr. Suss. And 
we attempted to complete all the handling of all the problems that 
had arisen and that were in existence and the final determination 
as reached between my client and the union was that the union 
would apply some of this pension fund money to the Workman em- 
ployees and distribute that $3,000 out to them in the form of their 
own claims for what they claimed had not been paid to them as 
vacation pay. 

The union would pay my own expenses that I had had up to that 
point in long-distance telephone calls and trips to Camden and the 
like, which only amounted to some $500 over the period of some 5 
vears, and the union would pay out of this fund $250 to Mr. Cammer 
for his work in connection with that fund, and then amalgamate the 
balance with local 53 fund, provided, however, that the funds continue 
to remain in trust, and that the funds continue to be used solely for 
pension purposes, and that the former employees of the Workman 
plant — their pension rights and privileges now as members of 
local 58. On that basis, Workman & Co. approved the merger of the 
two taste. 

Mr. Correr. You did approve? 

Mr. Stern. Yes. 

Mr. Correr. If the situation prevails as Mr. Suss suggests. are the 
members of local 196 that was involved directly in these funds 
they actually members of 53 ? 

Mr. Stern. Well, if they continue in the industry in the Philadelphia 
area, they would have to be members of local 53. On the other hand. 
if they drop out, of course, they would not be. 

Mr. Correr. Do you feel that that is a proper disposition of the 
fund ? 

Mr. Stern. Personally, I feel that that would be about the closest 
application of the fund, although when it comes to propriety I was 
quite set against allowing the amalgamation of the fund to any other 
purpose but not until the lapse of some more time. 

Mr. Correr. Were overtures to this end begun prior to Mr. Suss’ 
first call on you ? 

Mr. Srer. Yes. The first attempt had been made, back in 1954, 
to effect the amalgamation of these two funds. That was that agree- 
ment that I just testified to, that I had refused to sign—that is where 
T had stricken off my signature. 


. are 
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Mr. Correr. How do you account for the fact that unknown to you 
your name was removed from the signature card on this account, and 
the account was moved to another bank ? 

Mr. Srei. | can’t account for the fact. I was deeply shocked, 
terribly chagrined, and was ready to get going against them imme 
diately but for the fact that Mr. Suss told me that his investigation 
was not yet complete and he asked me would I please not do anything 
until such time as he said it was perfectly all right to go after them 
on it, and I did. 

Mr. Correr. So it was your going after them that precipitated this 
new arrangement ¢ 

Mr. Stein. I don’t know. I wouldn't say that that specifically pre 
cipitated it because they wanted that new arrangement all the time. 
My going after them had a good deal to do with it. 

Mr. Correr. I have nothing further. 

Senator Doveias. Are there any questions by the members? 

Senator Atiorr. No; I have nothing. 

Senator Dovuatas. Th: ink you very much. 

(The following telegram relative to the above case was received 
and marked “Exhibit 196.”) 


Exner 126 


NEw YorkK, N. Y., December 2, 1955 
Hon. Paut H. DouGLas, 
Senate Office Building, Washington, D.C.: 

We have just been advised of your investigation of fur workers local unions 
196 and 58 welfare and pension funds. As you know, these local unions became 
affiliated with our international union as a result of the merger agreement be 
tween the former Fur and Leather Workers International Union and the Amalga- 
mated. Under that agreement all newly affiliated local unions are required to 
comply with all policies of the Amalgamated which prohibit any Communist or 
corrupt practices of any kind whatsoever. 

Therefore, we would deeply appreciate your sending us a copy of the tran 
script of the evidence in your hearing on this subject so that we can ascertain 
if there have been any violations of any of our policies by these local unions 
While we cannot assume responsibility for any acts prior to our merger, we 
assure you that all unions affiliated with the Amalgamated are required to comply 
with all proper standards of rectitude in administering welfare and pension 
trust funds, and in all phases of their respective local nnion administrations 

EARL W. JIMERSON, 
President, 
PATRICK EF. GORMAN, 
NSecretary-Treasurer, 
Amalgamated Meat Cutters and Butcher Workmen of North America. 


Senator Dovueias. The next case that we will call is that of the 
social-security fund of the Distillery, Rectifying, Wine, and Allied 
Workers’ International, New Jersey. The investigator of this case is 
Mr. Albert R. Imle, assistant counsel on the staff of the subcommittee. 

Will you take the stand, Mr. Imle? Mr. Imle, you have already 
given your name for the record. Will you raise your right hand? 

Do you solemnly swear, or aflirm, that the testimony which you are 
about to give is the truth, the whole truth, and nothing but the truth, 
so help you God ? 

Mr. Imur. I do. 


Senator Doveias. Will you proceed in your own way ? 
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TESTIMONY OF ALBERT R. IMLE, ASSISTANT COUNSEL, SUBCOM- 
MITTEE ON WELFARE AND PENSION FUNDS 


Mr. Imire. Thank you. 

I think it should be stated that these few preliminary remarks are 
necessary to properly introduce this particular case, known as the 
Social Security Fund of the Distillery, Rectifying, Wine, and Allied 
Workers’ International Union of America, 707 Summit Avenue, Union 
City, N. J. Attention was first focused on this particular Distillers 
Welfare Fund in connection with the activities of the Harlew Agency 
and Mr. Saperstein, and one of the trustees of this particular fund at 
that time was also secretary-treasurer of the international, and execu- 
tive vice president, I believe, of local 2 of this particular union at 257 
West 57th Street, New York City. 

This gentleman was Mr. Sol Cilento. Mr. Cilento was 1 of the 3 
yersons named by Mr. Saperstein as having received payoffs and 
aere totaling $299,000 over a 2-year period in 1951 and 1952. 
These 3 individuals were Mr. Cilento and Mr. George Scalise and Mr. 
Anthony Carfano, all 3 of the New York area. Mr. Cilento, it should 
be stated, is no longer a trustee of this particular fund, having re- 
signed as of June 1954, but he continues in his position as executive 
vice president of local 2. 

It should also be noted that these three individuals were indicted 
in New York County, but they were freed of these kickback charges 
on a legal technicality, and I think of interest to the subcommittee 
would be the statement of Judge Goldstein of the General Sessions 
Court at the time this particular indictment failed. He said: 


Unfortunately, a trustee of a union welfare fund, except that he commits 
larceny, is not chargeable with a crime for violating his trust, even though he 
simultaneously be an officer of the union. A trustee can only be sued in a 
civil court to make him account for any unlawful gains. 

We, therefore, or rather at the behest of Mr. Cotter, wanted to make 
a cursory examination of this particular fund, since these particular 
events and happenings to see what corrections, if any, had been made 
and as to just what the particular circumstances and conditions of 
the fund are at this time, and that we did, by interviewing the man- 
ager of the fund, who is here today, Mr. Melvin M. Dykes. Mr. 
Dykes, prior to his being associated as manager of this fund, was a 
clerk in local 2, Mr. Cilento’s local, in New York City. 

This is a jointly administered, noncontributory fund. It has ap- 
proximately 25,000 persons enrolled from 65 local unions in the United 
States and Canada. This fund originally was commenced in 1948. 
It also should be noted here that for the period of 1948 through 
September 30, 1955, this fund had as its carrier the Security Mutual 
Life Insurance Co. of Binghamton, N. Y. 

Senator Dovetas. Which was the company involved in the Laundry 
Workers case which we heard last spring? 

Mr. Iure. Yes, sir. This company also was one of those from 
which Mr. Saperstein was receiving 10 percent flat commissions dur- 
ing that pertinent period. 

The union trustees for this particular jointly administered fund are 
as follows: Mr. Joseph D. O’Neill, who is permanent chairman of the 
board. He is also president of the international union, and an official 
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‘f one of the locals in Chicago. Mr. George J. Oneto is permanent 
secretary, I believe, of the board of trustees. Mr. Oneto also has other 
connections with the locals as we will explain later. A third member 
s Mortimer Brandenburg of local 2, New York City. ‘The employer 
trustees are Mr. Bert Simon, Mr. Andrew Brocia, and Mr. Morris A. 
idelman. 

Mr. Dykes advised us that their particular contribution formula 
was chi unged from a flat percentage of payroll basis to a flat premium 
hasis as a result of collective bargaining consummated in June of 
1955. He said that this has been changed because it was easier to 
administer, and because it would provide a fixed amount with which 
to do business. He also said that there were very sharp seasonal 
curves in employment in this particular wine industry, and that it 
was very difficult, therefore, to maintain proper fund balances other- 
wise. They thought it would be an improvement in the fund. 

We ascertained, Mr. Dunne and I, staff members, that the fund bal- 
ance as of October 1, 1955, was $653.000-odd in cash. and $2.305.000 
in Government bonds, other assets totaling just under $3 million. 
A monthly audit, incidentally, is prepared by Steinthal & Steinthal 
of New York City, and an annual audit is prepared as well. 

We were interested in what had happened to the commission 
irrangement following the association with Mr. Saperstein, and we 
vere advised that after he was deposed, there had been named, and | 
presume at the behest of the fund, the Rosenthal Agency, general 
brokers, in Newark, N. J. For the period of October through De- 
cember 1954, this agency was paid a 3 percent flat commission on this 
business, and according to Mr. Dykes this percentage was at the sug 
gestion and/or with the approval of the New York Insurance Depart- 
ment. In January of 1955, this commission was reduced to a flat 
| percent. According to Mr. Dykes, he said that the Rosenthal 
Agency to his knowledge had never received payment in full for the 
ommissions which were due them under these rates. 

Mr. Corver. I didn’t hear that. 

Mr. Ine. Mr. Dykes advised us that the Rosenthal Agency had 
never been paid the total amounts of their commissions by Security 
Mutual. For a considerable period of time, we were advised—and 
this runs back to the Saperstein experience—Mr. Dykes told us that 
the board of trustees had experienced, he said, bad relations, and I 
quote, “with Security Mutual.” He said that during this 1954-55 
period there were many discussions held at regularly constituted 
baal meetings with members of Security Mutual’s official staff in 
attendance, in which they were attempting and were concerning 
themselves with reasons why there had never been any dividends paid 
during the life of the policy under this carrier. 

Mr. Corrrr. Wasn't there an arrangement under this policy where- 
by some, I think, $107,000 was paid to Mr. Sol Cilento? 

Mr. Imux. Yes, at $2,500 a month. 

Mr. Correr. As his fees? 

Mr. Imux. Yes. 

Mr. Correr. $2,500 a month ? 

Mr. Inez. Yes, sir, the same arrangement as under the E. C. James 
matter. 
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Mr. Correr. It wasn’t until either 1953 or 1954 that Security Mutual 
cut down his fees? 

Mr. Ime. I-cannot give you the date, but I presume it is approxi- 
mately the same time Mr. James was cut off from that arrangement. 

Mr. Correr. Did he say that entered into it ? 

Mr. Ime. | didn’t ask him Srey that question. 

Mr. ee Go ahead, plea 

Mr. Ime. We have since feasiell from last year’s records in our 
office, however, that there was actually a dividend paid, something 
over $27,000. I think Mr. Duncan M. MacIntyre, a staff member last 
year determined that. 

To go on, Mr. Dykes said that suddenly for the year ending Apr 11 30, 
1955, Security Mutual offered, and in fact did pay, a div idend of $500,- 
000. He said they paid this in a series of installments, the first of 
which was $200,000, He gave no reason for this particular time being 
chosen except the fact that Security Mutual was under pressure from 
the board of trustees to do something about this matter. 

Senator Dovgias. It was under pressure, Was it not, as a result of the 
hearings which we held? 

Mr. Ie. That is a correct assumption and conclusion; yes, sir. 

Senator Dovueias. Which were attended by special counsel 

Mr. Lute. From Security Mutual. 

Senator Doveias. The chairman will state for the record that Myr. 
Van Schaick, chairman of the Security Mutual board, has personally 
thanked this committee for its services in connection with this case 
which he said has helped them very much to start them on the cleanup 
road. 

Mr. Imvx. To continue, Mr. Dykes made the statement that the 
board of trustees made it clear to Security Mutual that by accepting 
this amount of money for the policy year ending April 30, 1955, they 
did not in any way waive their rights to any and additional dividends 
for previous years in this total 5-year coverage. He also made the 
statement, which I quote: 

We could not get two identical definitions of retentions from Security Mutual, 
nor could we obtain from them, from the carrier, any information concerning 
their dividend formula. 

Since October 1, 1955, this particular fund has been self-insured, 
having gone through a 7-month period with Security Mutual under 
a speci: arr angement to obtain work as a carrier for this fund, while 
the transition was being made. We understand as a result the staff 
has been changed only by the addition of four extra employees since 
that time. 

Senator Dovanas. Is it not true that Security Mutual, after our 
hearings, and after the trial in New York State, under the moral re- 
ceivership, so to speak, which took place, decided that it was proper 
for them to get out of business not only with the Laundry Workers 
Union, which they had already dropped, but the Distillery, Rectifying, 
Wine & Allied Workers’ Fund ? 

Mr. Imur. Yes, sir; that is the course of events. 

As he said, as of October 1, this particular fund became self-insured, 
and for the month of October, we are advised that the claims experi- 
ence under self-insurance is now running approximately 69 to 72 per- 
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cent. I state that here in order that I can quote Mr. Dykes, who said 
this: 

We may have reason to believe that this is as high as the claims experience has 
ever been under our insurance contract with Security Mutual, and we therefore 
feel that Security Mutual has retained amounts of money from our experience 
far in excess of that which is reasonable. 

For these reasons, he said to me, the ne trustees are now consider- 
ng legal action against Security Mutual in an attempt to force the 
payment or an attempt to recapture, as he s: oer dividends which they 
feel are due. 

One of the points wna we want to bring out here is the fact that 

while it was discovered that Mr. Cilento was no longer a fund trustee, 
he named in his stead, or was instrumental, we understand, in naming 
inother re present: itive from local 2, New York City. which is one of 

the two — we feel to be more or less the controlling influence in 
the fund. As TI have previously testified, Mr. Dykes also comes out of 
that local. Mr. O'Neill, who is president of the international union, 
is I said, is also permanent chairman of the board of trustees. He 
receives $100 a month and expenses from his activities as board « 
man. His son, Edward—-I presume this is his son—-I haven't estab 
lished this toa certainty 

Senator DoveLas. What is the first name / 

Mr. Imir. Edward. Edward is also a welfare representative paid 
by the fund at a salary of $800 per month. 

Senator Dovenas. That would be $9,600 a vear. 

Mr. Imire. Another son is also a welfare representative in the same 
-eries of locals in Chicago at $320 per month. 

Senator Doueias. That would be $3,840 a year. 

Mr. Imur. It was also developed that Edward O'Neill travels under 
an expense account with his father on all fund business, and he is re- 
ferred to by the administrator of this fund as his father’s administra- 
tive assistant. In addition, the second union 

Senator Douerias. Does he have a flat expense account ? 

Mr. Imuz. The items of expense which we checked were for the 
month of August 1955, the entire month. They prepared for us a 
recapitulation of all fund expenditures, salaries, disbursements, ex- 
penses of the board, and travel expenses of the welfare representatives. 
I cannot give vou exactly the amounts turned in each particular month. 

The second union trustee is Mr. Mortimer Brandenburg, who is a 
vice president of the international union. He is also president of 
local 2, New York City, and as a member of the board receives $100 
per month and e xpenses ; in addition, he too is a welfare representative, 
paid by the social-security fund at an additional sum of $773.33 per 
month. 

Senator Atnorr. What is that a year? 

Senator Dovenas. $9,300 a year? 

Mr. Imte. Approximately. 

Senator Dovueras. Does he receive an expense account in addition 
to that ? 

Mr. Imur. Yes. The trustees’ meetings, incidentally, are usually 
held in Chicago. That is the domicile of the president of the inter- 
national. 

Senator Doveras. Is there a fixed expense account per month? 
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Mr. Imur. No, sir. Itisa varying amount. I notice some of them 
are using meal travel cards and various other items turned in per 
month. 

I also should state that Mr. Victor Feingold, who is counsel for 
this fund, domiciled in New York City, estimated Mr. Branden- 
burg’s salary, as president of local 2, to be—and I quote—“*Well over 
$1,000 per month.” 

Senator Dovetas. That would be $12,000 a year. 

Mr. Imue. As president of local 2. 

Senator Doveras. And then the $9,300 would be $21.300. 

Mr. Ime. Then another $1,200 salary as a member of the board of 
trustees must be added to that, as well. 

Senator Doveras. That totals $22,500, plus an expense account. 

Mr. Ime. It also should be mentioned in connection with Mr. 
Brandenburg that there is a Mr. Max Drexler, who is executive secre 
tary of this same local 2, at 250 57th Street, New York City, and 
this same quotation is made with reference to his salary. 

Senator Dovetas. Is that West 57th? 

Mr. Inter. 250 West 57th. That happens to be the address of 
Eastern Casualty, also. 

Senator Dovetas. Pardon ? 

Mr. Ime. That is the address of the insurance company we had on 
the stand yesterday, Eastern Casualty. 

The salary of Mr. Drexler, executive secretary of local 2, is also 
quoted as over $1,000 per month, and his son, Edward, also receives 
a salary as the local office manager, and in addition is a welfare fund 
representative for the local, and is paid from the social-security fund 
at the rate of an additional sum of $386.67 per month. 

Senator Dove.as. That is a little over $4,600 per year. Do you 
know what his salary is as office manager ? 

Mr. Ime. No; we did not ascertain that. 

The third and last of the members of the union board of trustees 
is Mr. George J. Oneto, who happens to be secretary-treasurer of the 
international union; he is also permanent secretary, I believe, of the 
board of trustees. He, too, receives the usual $100 per month and 
an expense account and, in addition, he is a welfare representative 
from local 1, and receives from the fund the sum of $735 per month. 

Senator Dovuetas. That is about $8,800, plus $1,200 equals $10,000, 
plus his salary as secretary-treasurer of the international union. 

Mr. Imuex. Yes, sir. 

Senator Doveias. Do you know what the secretary-treasurer of 
the international union draws in salary ? 

Mr. Inter. No, sir. 

Senator Doveras. He is also an official of loca] No. 1? 

Mr. Ime. Yes, sir. 

Senator Dovaetas. Does he receive a salary for that? 

Mr. Ime. I presume that he does for the reason that in local 2. 
that is the case—that is, all the officers are salaried. 

Senator Dovetas. This is local 1, however? 

Mr. Ime. Yes, sir, but locals 1 and 2 are the two largest locals in 
the international, we are told, and they certainly seem to be, because 
they express and have considerable influence in this fund. In this 
same connection, I think it is necessary to say that after 15 days of 
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operation under self-insurance, the fund manager’s salary was 
increased from $13,000 to $25,000 per year. 

Senator Dovatas. That i is Mr. Melvin M. Dykes? 

Mr. Imue. Yes, sir. This gentleman, as I said, was formerly with 
local 2 of New York City. He also receives a bonus arrangement of 
2 months’ salary, I presume at Christmas time. 

Senator Dove.as. That is a bonus of a little over $4,000. 

Mr. Ite. In this case it will be, with the raise; yes, sir. The 
ittorney for the fund, Mr. Victor Feingold, received a salary increase 
on the same date at the same board of trustees meeting from $10,000 
to $25,000. He also participates, we are told, in the 2 months’ bonus 
arrangement. 

Senator Dovetas. That would be $29,000, at least $29,000, plus? 

Mr. Correr. What is his title? 

Mr. Imux. He is general counsel for the social-security fund. It 
should be stated also in this connection that in addition he is retained 
by local 2 of New York City at an additional salary and retainer of 
35,000 per year. 

Senator Dovenas. He is getting over $34,000. 

Mr. Ime. Yes, sir. With respect to the obvious three-way con- 
flict of interest between being a local welfare representative and at 
the same time a member of the governing board of trustees of the 
fund and, third, being a local or an international union official, or 
both, Victor Feingold admitted that there had been charges leveled 
by employer trustee Edelman at a regularly constituted meeting of 
the board on July 20,1955. At that time he read a statement of AFL 
President Meany in which he said: 

No paid union employee shall be a paid welfare representative. 


This was read into the record, and was a subject of considerable 
discussion and argument in this particular board of directors meeting 
of July 20. 

Mr. Edelman, from a perusal of the minutes of the meeting, ob- 
viously was forced to retreat from his position and the matter has 
not been resolved up to this time by the trustees. Chairman O'Neill 
made the statement, ahd I quote: 


Mr. Meany has since considerably altered his position. 


[lowever, this thing was left unresolved in the meeting, and Mr. Fein- 
gold told us that they recognized that this situation was not good, but 
he said, “It will take us some additional time to clean it up.” But he 
said he wanted us to know that every step was being taken to even- 
tually get these changes brought about. 

Senator Dovuatas. Mr. Feingold told you that? 

Mr. Ite. Yes, sir. 

Senator Dovucias. Who had just received an increase from $10,000 
to $25,000, plus in all probability a 2 months’ bonus? 

Mr. Ine. Y es, sir. It should be stated at this time that Mr. Dykes 
was completely cooperative with the members of the committee and 
gave us access to any and all records. 

We should say also that there has been an IBM reorganization in 
the office, and the office appears to be in good order and well run. 
We were taken on a tour of the office, and its activities, administra- 
tively, explained to us in detail. At that particular level the fund 
seems to be well run. 
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They stated to us that the administrative costs were running an 
average of 7.8 percent, but I believe that is not an outside figure, and 
I could hardly be wrong about this, as they also say it has been the 
policy of the trustees over the entire life of the fund to allocate 5 
percent for the payment of expenses and salaries of welfare repre- 
sentatives. Thus they probably could not run the fund on 2.8, so 
that added to thie first figure would make a total of about 12.8 percent. 

Senator Dovuctias. In other words, they are running into the fa 
miliar 5 percent, which seems to cover a great many of these cases, 
sometimes called administration, sometimes called welfare representa- 
tives, sometimes under other titles. 

Mr. Ime. It was also interesting to note that the 3 gentlemen who 
are union members of the board of trustees also received salaries as 
welfare representatives up to S700 and S800 per month, whereas the 
other welfare representatives get as low as $125, $130, 5150, and so 
forth, in accordance with the expense accounts shown here. 

Mr. Correr. Do you have the aggregate salary of the officers on the 
fund under the new scale / 

Mr. Imix. No; I do not. 

Senator Dovucnias. That is the manager, counsel, trustees, executive 
assistant to the trustee. You read them off. It sounded as though 
you had around $125,000 going to some 5 or 6 men. 

Mr. Imtr. With the increases, ves, to the fund manager. 

That concludes the presentation we had at this time. This was not 
designed to be a complete investigation but merely a cursory check 
as to the present operation of the fund. 

Senator Doueias. Before the counsel starts his cross-examination, 
I would like to make a preliminary comment. If the statements made 
by Mr. Imle turn out to be true, as I trust and believe them to be 
true, this is one of the most shocking cases that we have discovered. 

We ran into this case last year when it was under investigation by 
the district attorney’s office of Manhattan, Frank J. Hogan. Because 
Mr. Hogan was interested in that case, we did not bring it up our- 
selves, since he had a criminal suit pending against three men and it 
was understood Mr. Saperstein was going to turn state’s evidence. 
That case resulted in a technical acquittal of the defendants on the 
grounds which have been mentioned. If it should develop that there 
was broad latitude given to officers to loot union welfare funds or other 
welfare funds and the State law does not protect beneficiaries, it 
seems to me that it isa real case for national action. 

Now, I find it quite brazen, if I may say so, that these increases in 
drawing salaries were approved only 2 months ago, after all these 
matters had been fully discussed in the press and had been brought out 
in court in a way, one would think, consciences would be touched, or 
if there was decent respect for public opinion, that at least public 
opinion would have deterred the officers of the fund from voting such 
salaries as these. 

As I say, we have had only one witness, although the story seems to 
be very strong, but I can find no other interpretation than that these 
funds are being looted by the officers of the fund, who seem to be very 
powerful figures inside the union itself. I shall not ask any questions. 

Senator Allott ? 

Senator Atuotr. No. I might say this: I join the chairman, and I 
would say that I find myself filled with a feeling of loathing and dis- 
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cust for the persons involved in this, and I find that feeling also going 
over to the members of the union who, through the activities of this 
committee and through the prosecutions in New York, still haven't got 
enough gumption to get up on their hind feet and do something about 
people like this, who continue to loot a union. 

There is prevalent in Mr. Imle’s preliminary report as much abuse 
as we have found in any case that we have investigated. And in the 
face of the publicity which has been given to the case, it is hard to 
understand how union members—American citizens—can be so spine- 
less and Jacking in courage as to accept the imposition of a jurisdiction 
like this and a governing body like this. 

[ join the chairman fully in his remarks. 

Senator Doveias. May I ask if Mr. O'Neill has been notified of the 
probable facts which would be brought out at this hearing, or notified 
that there would be a hearing ¢ 

Mr. Imir. Not officially by the subcommittee, no, sir; but our investi 
vation was conducted the latter part of October, or the first of No- 
vember, and Iam sure it has come to his attention. 

Senator Dovernas. Did you tell him that in all probability there 
would be a public hearing on this matter ¢ 

Mr. Imue. That was mentioned to Mr. Dykes, but Mr. O'Neill re 
sides in Chicago and had no formal notification. 

Senator Dovcias. Were the other officials notified / 

Mr. Imur. I don’t believe so, sir. 

Senator Dougnas. I think if this committee has a further life, the 
hest procedure is to adopt that which Mr. Suss followed of notifying 
the men who are likely to be referred to at a hearing so that they may 
be present, because I think, while the evidence indicates that these gen- 
tlemen looted funds, yet I think in America every citizen has a right 
toappear in his own defense. 

Mr. Correr. Mr. Chairman, may I point out that we didn’t consider 
this an investigation. We knew that this fund had had quite a bad 
background. We knew that their records were robbed in Chicago. 
We learned, not over a month ago, that the fund had gone self-insured. 

The statements that Mr. Imle has just made cover an interview 
of not over 2 or 3 hours which he had with officials of the fund 
in the headquarters of the fund office. We asked that 1 or 2 of their 
representatives come here and explain the operations under self- 
insurance. We were a little shocked at the fact that after a week 
or two of operation they raised everybody’s salary several thousand 
dollars. We were told the story very frankly and they appeared to 
think it was all right, but we were not prepared to know what con- 
clusions the committee would draw from just a recital of what the sit- 
uation is now. 

Senator Dovatas. I am not censuring the staff in any way because 
[ think they have handled detection of this matter admirably. We 
also know we are dealing with people who resort to almost every 
trick that can be managed. It will ; remembered that records for 


this case were sent out to Chicago, which was outside the jurisdiction 
of the district attorney of Manhattan, and there they were looted or 
supposedly destroyed, and that this was an almost parallel occur- 
rence to what had happened with the records of Saperstein and Har- 


lew Agency, which had been similarly looted out there. Wasn’t that 
in the same office ? 
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Senator Atiorr. I think it was the same office. So that it is ex- 
traordinary to have lightning strike accidentally twice, not in identi- 
cally the same place but in somewhat closely allied places, because 
Mr. Saperstein had been originally connected with both of these 
unions. Nevertheless, I think in the future, we should be scrupulous 
in informing people who are likely to be adversely affected. 

Mr. Imur. It should be stated for the record as to the amounts 
which are shown in the salaries and expenses of welfare representa- 
tives that, of course, they made the statement that services were 
performed for them. We do not say services were not performed. 
It is the relationship of wearing 2 and 3 hats, of course, which was 
pointed out specifically. 

Mr. Correr. The purpose of calling their administrator at this 
time was not to bring out any irregularities in the fund of which 
we don’t know, but merely to find out what safeguards have been 
imposed to prevent serious looting, what controls there are under this 
self-administration. 

Mr. Imur. Yes, sir. This was only a cursory check in about a 3- 
hour interview. 

Senator Dovetas. Well, thank you very much, Mr. Imle. 

The next witness is Mr. Melvin M. Dykes, of 707 Summit Avenue, 
Union City, N. J. Mr. Dykes, will you come forward ? 

Mr. Frrncotp. May I inform the committee that this is Mr. Dykes, 
and I am Mr. Feingold, the gentleman referred to by Mr. Imle. 

Senator Doveias. I want to thank you very much for coming. 
Won’t you sit down, gentlemen? Mr. Dykes, will you give your 
name ¢ 

Mr. Dyxrs. Melvin M. Dykes. 

Senator Douctas. And your address? 

Mr. Dykes. 775 Carolin Avenue, Elmont, Long Island, N. Y. 

Senator Dovetas. Your address has been changed, or is this Union 
City address your business address? 

Mr. Dyxrs. That is my business address, sir. 

Senator Dove.as. Mr. Feingold, now that you are here, would you 
give your name? Are you appearing as a witness or as an attorney? 

Mr. Ferncorp. Frankly, I was at the hotel with a cold and I thought 
Mr. Dykes could come in on his own, but 

Senator Doueias. We are very glad to have you as a witness. 

Mr. Ferncop. Surely. 

Senator Dovetas. We will be glad to have you as a witness, too, and 
you can also act as an attorney for Mr. Dykes. 

Mr. Ferncotp. Whatever information I could supply for this com- 
mittee, I would be only too happy to. May I state for the record 
T think Mr. Imle is in error about my retainer. There is no bonus 
that I know of. 

Senator Doveras. Christmas hasn’t come yet. 

Mr. Ferncotp. In the past few years, it has never come as far as 
Lamconcerned. There is no precedent. 

Senator Doverias. Will you give your name and address, please? 

Mr. Ferncoip. Victor Feingold, 509 Madison Avenue, New York 
City. 

Senator Doveras. Now, will you each raise your right hand? Do 
you solemnly swear, or affirm, that the testimony which you are about 
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to give is the truth, the whole truth, and nothing but the truth, so 
elp you God ¢ 

Mr. Frrncorp. I do. 

Mr. Dyxes. I do. 

Senator Doucias. Mr. Cotter, please proceed. 

Mr. Correr. Mr. Dykes, do you know why your fund went self 
nsured ¢ 


TESTIMONY OF MELVIN M. DYKES, MANAGER, SOCIAL SECURITY 
FUND, DISTILLERY, RECTIFYING, WINE AND ALLIED WORKERS’ 
INTERNATIONAL UNION OF AMERICA, UNION CITY, N. J. 


Mr. Dykes. Yes, sir. 

Mr. Correr. You will state it briefly, please 4 

Mr. Dyxes. The trustees have felt for a long time that the insurance 
rier, Security Mutual Life Insurance Co., did not supply the 
irustees with the dividend which in their estimation was due them, 
ind when the policy period was expiring, the union sent out invita 
tions to submit bids to underwrite this risk. Security Mutual was 
ncluded with the companies who received those specifications. 

While Security Mutual was present at a board-of-trustees meeting, 

e question of dividends arose, and the trustees were most dissatisfied 


h the answers received from Security Mutual, which briefly, sir, 
es you an idea of the main reason for the fund going self-insured. 
Mr. Corrrer. In that interim, Security Mutual had ceased. paying 

in administrative fee that aggregated some $107,000 in the past to 

Sol Cilento, is that right? They ceased paying that $2,500-a-month 

fee, whatever it was 4 
Mr. Dykes. I believeso,sir. Ihad no knowledge of that. 

Mr. Corrrer. Didn’t the trustees know about this? 

Mr. Dykes. Not tomy knowledge, sir. 

Mr. Correr. Hasn’t it been a matter of public record for quite 
some time ? 

Mr. Dykes. Yes, sir. 

Mr. Correr. Wasn’t that brought out in the trial conducted by 
District Attorney Hogan in New York? 

Mr. Dykes. I believe so, sir. 

Mr. Correr. Isn’t it true that in this interim Security Mutual re- 
luced its commissions from a flat 10 percent on this large case which 
Mr. Saperstein had been enjoying; that apparently the proceeds of 
these commissions aggregated in excess of $900,000, and, according to 
indications from other public cases, permitted this kickback to Cilento 
and these other individuals in the amount of $299,000? 

The question is, in the interim, didn’t Security Mutual reduce its 
commissions from 10 down to 3 percent? Is that right? 

Mr. Dyxes. That is right. 

Mr. Correr. Kickbacks and diversions would not be possible with 
l reduced commission and with the stoppage of service fees, would 
they ¢ 

Mr. Dyxers. It would appear so, sir. 

Mr. Correr. I wonder if that consideration entered into the fact 
that the case was at this date taken away from Security Mutual? 

62033—56—pt. 3——41 
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Mr. Dyxes. I—— 

Mr. Correr. Would you be in position to answer that¢ Don’t try 
to answer something that is cutaile your knowledge. We don’t want 
to put too great,a burden on you for all the acts that have occurred 
in connection with this organization, but if you knew, tell us. 

Mr. Dyxes. I don’t believe I could answer that from my own knowl- 
edge, sir. I believe the minutes of the board of trustees, which | 
have brought with me in accordance with the subpena, explain to some 
extent the detail of the reasons the trustees decided to self-insure 
this risk. 

Senator Dovetas. But it isa fact, or a coincidence, that these other 
circumstances occurred a short time prior to Security Mutual losing 
this case? 

Mr. Dykes. It would appear that way, yes. 

Mr. Correr. Now, in setting up—this is a large fund, is it not / 

Mr. Dyxes. Yes, sir. 

Mr. Correr. Your premiums with Security Mutual were in excess 
of $2 million a year? 

Mr. Dyxes. That is correct, sir. 

Mr. Correr. And do you know how many employers have contrib- 
uted to the fund? 

Mr. Dyxes. Approximately 600. 

Mr. Correr. And covering what membership ? 

Mr. Dykes. Approximately 22,000. 

Mr. Correr. 22,000 employees ? 

Mr. Dyxes. That is correct, sir. 

Mr. Correr. What experts, or what safeguards, have you employed 
to determine that you are launching on a safe venture in the self- 
insurance of this large number of people? 

Mr. Dykes. We feel that the IBM equipment that we have on our 
premises will supply us with statistical data so that we may furnish 
the trustees at their wish with details of the plan_as it progresses. 
We have consulted with our counsel and with our accountants in set- 
ting up our records so that detailed information can be received from 
them. 

Mr. Correr. Did you employ any experts in the underwriting field 
in order to know whether the overhead and the reserves you were 
setting up were sufficient and that you were taking other safeguards 
so that you might not fall on your face in this venture? 

Mr. Dyxes. Yes, sir. 

Mr. Correr. Whom did you employ ? 

Mr. Dyxes. The trustees have retained a Mr. Samuel Kosman to 
assist them in return of the dividend from Security Mutual and in that 
connection, he has also served the fund in guiding us with respect to 
reserves, accounting procedures, claim procedures, and so forth. 

Senator Dove.as. Is it true that you have started suit against 
Security Mutual for approximately $900,000? 

Mr. Dyxes. I don’t believe the suit has started, Senator. 

Senator Dove.as. It is contemplated ? 

Mr. Dyxes. I know the trustees are seriously contemplating the 
same. 
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TESTIMONY OF VICTOR FEINGOLD, ATTORNEY AT LAW, NEW 
YORK CITY 


Mr. Feincotp. May I inject myself, Senator, please / 

We are in the discussion stage. There are some very technical ques- 
tions in insurance law. Whether this mutual company—and we point 
no finger of accusation—has discriminated in applying whatever its 
dividend formula .is—— 

Senator Doucias. There is also some question as to whether Mr. 
Saperstem was your agent or the agent for the insurance company, 1s 
there not? 

Mr. Fetncortp. Yes, sir. May I state this: that of course I came in 
as counsel at the tail end of this situation. I came in at the tail end 
of the situation and some of our knowledge, my knowledge, is gleaned 
from the minutes, which are, by the way, verbatim reported, each and 
every meeting. 

Senator Dovetras. Is the statement correct that one of the grounds 
for your attempt to obtain this money is your contention that Mr. 
Saperstein was the agent of the company, and any money which he 
stole was stolen from you ? 

Mr. Ferncoip. I don’t want to go into the details of the investiga- 
tion although I think you are entitled to the information. I would 
say the trustees never had any knowledge. The board of trustees never 
had any knowledge of the commission paid, and I would say they 
were genuinely shocked when they found out the amount. 

Secondly, there was never any retention agreement discussed, and 
we have these admissions from officials of the Security Mutual. We 
have been conducting constant hearings, negotiations, to try to find 
out the truth and try to straighten this fund out and put them on the 
right track. I would say we have had a number of meetings, and a 
creat deal of correspondence. 

Now, whether we have a suit or not, Mr. Senator, 1s a question of 
technical insurance law. 

Senator Doveras. At least, you are pressing it. Are you not. press- 
ing substantially the claim which I brought forward, which I men- 
tioned ? 

Mr. Ferncoip. Well, I presume that Saperstein’s commission un- 
disclosed 

Senator Doveias. Not only his commission but also the fact that 
he embezzled large sums of money. 

Mr. Ferneoip. Not in this fund. 

Senator Dovenas. Well, perhaps I should confine my question to 
the Laundry Workers case which is not now under discussion. 

Mr. Frerneotp. Yes. I would say that we were very fortunate that 
the fund paid the premiums to the insurance companies, as I have 
read the record. 

Mr. Dykes. Senator Douglas, with your permission—— 

Senator Dovetas. In any event, the claim is being made both by the 
Laundry Workers and by your union—the union which you repre- 
sent—that Saperstein was the company’s agent, not your creature, and 
that any improper acts or moneys which he may have received or di- 
verted belong to you and that the company should be responsible for 
them to you. Is that your position ? 
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Mr. Ferncoip. In our meetings with the dividend committee, I 
don’t think we have gotten to that ; stage as yet. 

Mr. Dyxes. It is very possible that you may get to that? 

Mr. Frrncotp. We may, yes. We have certainly watched the testi- 
inony. 

Senator Dovatas. I didn’t want to give you free legal advice, Mr. 
Feingold. 

Mr. Frincoxp. I appreciate that, but I would say that we have that 
in mind. Mr. Saperstein’s activities are definitely in the mind of the 
committee and counsel. 

Senator Doueias. Mr. Cotter. 

Mr. Correr. Is this the Samuel Kosman who originally formed 
Eastern Casualty ? 

Mr. Fringoip. I wouldn’t know that. 

Mr. Corter. Would you know, Mr. Dykes? 

Mr. Dykes. I wouldn’t know that, sir. 

Mr. Corrrr. Does he have some afliliation at the present time with, 
is it, the Union Casualty of Mount Vernon ¢ 

Mr. Dyxrs. I believe that might be possible. 

Mr. Frrncoip. Yes. That is so. He is a vice president with the 
Union Casualty, or was, and he is an attorney. 

Mr. Correr. Does he enjoy an outstanding reputation as an insur 
ance consultant and expert? 

Mr. Frincotp. Well, I didn’t know Mr. Kosman until rather re- 
cently. I heard of his name as a historical fact back in the early days 
of the formation of the trust fund. 

Mr. Chairman, in my conversations with him I found he has a well- 
grounded background in insurance matters, and in my discussions 
with him I have learned certain things about group insurance. He 
was a former, deputy commissioner of insurance in the State of New 
York. 

Mr. Corrrr. Was it on your behalf or were you instrumental in re- 
taining Mr. Kosman’s services in connection with the setting up of this 
fund ? 

Mr. Fretneoitp. No. I have no such power. The trustees committee 
would do that. 

Mr. Correr. How much was Mr. Kosman paid in connection with 
the work that he did in setting up this fund ? 

Mr. Frerncotp. You mean for the dividend committee, or his advice 4 

Mr. Correr. Any work that he has done. 

Mr. Frrncoip. Well, he did considerable work for which he ren- 
lered a bill. He billed $10,000 and was paid. 

Mr. Correr. Is that the full extent of his payment for his services 
or is that an installment ? 

Mr. Frerncotp. No. That was in payment of all the services he 
rendered to date. 

Mr. Corrrer. How long has he been retained ? 

Mr. Ferncoup. Well, he has been working night and day, I would 
say, for 2 or 3 months. 

Mr. Correr. Is he the only expert that the fund has? 

Mr. Frerncoip. At the present time? 

Mr. Correr. At any time since you have become self-insured. 
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Mr. I EINGOLD. Froggatt & (50% actuaries and accountants, have 
given us reports containing a number of studies. May I say this in 
connection with self-insurance if I may, Senator ? 

The decision by the trustees to self-insure was a spontaneous matter 

the midst of soliciting competitive bids from v rious Msurance com 
panies. ‘The trustees became well-educated within a few months in 
atters that the V did not know before that. And they felt that the 

nsurance company always assures its profit, and that actually it ha 
the benefit of the funds invests that money, gets interest on t he 
money, maintains the surplus which really belongs to the fund itself. 

That was the way the trustees felt at the time, and they could not 
vet satisfactory responses from various Insurance companies who 
appeared at the meetings. And at one meeting, the trustees said, 
“Well, we are not satisfied with any of these companies that we hav: 
lad here, we are not satisfied with any of the analyses that they have 
eiven us. We think we ought to go to self-insurance, and we will be 
ible to provide greater benefits.” 

Senator Doucias. May I interrupt the proceedings? 

[ have just received a telegram from New York City dealing with 
this Fur Workers case, which I ask to have made a part of the record 

it the conclusion of ne eons in that case.’ Copy of the transcript 

will be forwarded to Messrs. Jimerson & Gorman, and I appreciate 
this pledge by as clbers of the merged unions, and I hope that prope 
ction will be taken. 

Mr. Correr. Mr. Dykes, what was the reason why, after the fund 
had only been operating a relatively few days, that there was another 

omp lete reappraisal of official salaries and many of them were mor 
than doubled ? 

Mr. Dykes. Sir, that appears to be a misstatement, as I see it. 

Since the trustees decided on self-insurance, perhaps 4 or 5 months 
prior to the date it was accomplished, which I humbly say was a 
Herculean ti isk, the magnitude and ramifications of changing from 
in insured risk to a self-insured risk during a period when “the board 
of trustees were examining bids and specifications from insurance 
companies, during a period when the international union was nego- 
tiating with the contributing employers, from a percentage of payroll 
to a flat premium—all of these created administrative problems, re- 
quiring 10 to 12 hours a day of work on a 6- or T-day week basis, and 
when the job was accomplished, sir, I say humbly that the trustees 

wknowledged what was done by counsel, myself and staff, and in- 
onaaie the salary from $13,000 to $25,000, minimum, effective 
November 1. 

Senator Attorr. Mr. Dykes, may I ask you, what is your experience é 
lfow old are you? 

Mr. Dyxers. I am 38, Senator. 

Senator AtLorr. What is your experience?’ What have you done 
in your life? 

Mr. Dykes. I am a high-school graduate. I have had 2 years of 
formal education, 1 with Columbia University, 1 with Pace Institute. 

Senator Anvorr. One with what? 

Mr. Dyxers. Pace Institute. 

Senator Doveias. That is an accounting school? 


See p. 1457, supra. 





1472 WELFARE AND PENSION PLANS INVESTIGATION 


Mr. Dykes. Correct, sir. 

Senator Doveias. What has been your business experience, Mi 
Dykes? 

Mr. Dykes. | was employed originally by local 2 of the Liquor 
Salesmen’s Union in the State of New York. 

Senator Doueias. When did you begin your employment ? 

Mr. Dykes. In 1937, sir. 

Senator Doveias. When you were 20 years of age? 

Mr. Dyrxes. That is correct, sir. I enlisted in the service in 1942, 
spent 4 years in the Army, was discharged honorably in 1945. 

Senator Dovenas. And went back to local 2/ 

Mr. Dykes. No, sir. I was then employed by the international 
union. During that period of time 

Senator Dovetas. Who was the president of the international union 
at that time? 

Mr. Dykes. Joseph O'Neill. 

Senator Dougtas. Is he still president / 

Mr. Dykes. That is correct, sir. 

Senator ALLorr. In what capacity were you employed / 

Mr. Dyxes. In an administrative capacity. 

Senator Atiorr. What do you mean, administrative / 

Mr. Dyxes. I assisted in the administration of the international 
office. 

Senator Atiorr. What did you do with the administration of that 
office ? 

Mr. Dykes. Well- 

Senator Attorr. As a matter of fact, you were nothing but a clerk 
in that office; isn’t that right? 

Mr. Dykes. I could be termed such, Senator. During that period 
of time—— 

Senator Atnorr. What did you do after that, Mr. Dykes? 

Mr. Dykes. I assisted in the organization of office employees in 
New York City. 

Senator ALLorr . You mean in union organizational work ? 

Mr. Dykes. Yes, sir. 

Senator Atnorr. All right. What did you do after that? 

Mr. Dykes. After that—— 

Senator Attorr. When did that activity cease / 

Mr. Dyxes. In approximately 1948, sir, when I was employed by 
the fund. 

Senator Atuorr. What position did you occupy with the fund when 
you were employed? 

Mr. Dykes. Bookkeeper, sir. 

Senator Attorr. How long did you occupy that position ? 

Mr. Dykes. Approximately 2 2 years, sir. 

Senator Atxorr. That brings us up to 1950. What did you do then / 

Mr. Dykes. I became the office m: mager of the fund, sir. 

Senator AtLorr. From 1950 on? 

Mr. Dykes. Approximately, sir. 

Senator Atvorr. And were you the office manager from then on! 
Is that the capacity you retained until you started your own fund? 

Mr. Dykes. That is correct, Senator. 
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senator Atuorr. What salary did you receive as a clerk in the 
international ¢ 

Mr. Dykes. If my recollection serves me, | believe it was S75 per 
\\ eek, sir. 

Senator Atiorr. That is roughly $300 a month, would you say 

Mr. Dykes. Roughly. 

Senator ALvorr. $3,600 a year ? 

Mr. Dykes. Approximately. 

Senator Atutorr. And did you receive a salary while you were 
organizing ¢ 

Mr. Dykes. Yes, sir. 

Senator Attorr. What sort of a salary did you receive for that 
work 4 

Mr. Dykes. I think it was $100 a week, Senator. 

Senator Au.orr. They raised your salary to about $5,200 a year. 
Did that job have anything to do with insurance / 

Mr. Dykes. No, sir. 

Senator AtLorr. Or funds of any kind / 

Mr. Dykes. No. 

Senator AtLorr. Funds in the sense of insurance funds / 

Mr. Dykes. No, sir. 

Senator AnLorr. After you went to work as office manager, what 
was your salary ¢ 

Mr. Dyxes. The first increase in salary was from $100 a week to 
$150 a week, which I received when I became the office manager of 
the fund. 

Senator AuLorr. What were yom progressive increases, and when ? 

Mr. Dyxus. I was increased to $200 a week 2 years after my first 
increase. 

Senator AtLorr. What year would that be, about / 

Mr. Dyxes. I believe it was 1953, Senator, and then received an- 
other increase of $1,000 a year in 1954, I think. 

Senator AtLorr. That brought your total salary then to what? 

Mr. Dyxes. $13,000 per year. 

Senator Atiorr. Are you related to O’Neill or any of these people? 

Mr. Dykes. I am related by marriage to Sol Cilento. My mother 
and his wife are sisters. 

Senator Doueias. You are then nephew by marriage / 

Mr. Dykes. Nephew by marriage, Senator. 

Senator Dovenas. It took me some time to work that out. 

Senator Attorr. What were your duties as an office manager for 
this fund ? 

Mr. Dyxrs. Supervise the staff, collect the contributions from the 
contributing employers, supervise ‘the settlement statement to the in- 
surance company in paying premium, and generally administrative 
head of the fund. 

Senator ALLotr. Now, were you responsible solely to the trustees ? 

Mr. Dyxxs. Correct, sir. 

Senator ALLorr. And have you ever taken any courses in insurance? 

Mr. Dykes. Yes, sir. 

Senator Attorr. Where? 

Mr. Dyxrs. At the Insurance Society of New York, sir, their 
school of insurance. 
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Senator At.orr. For what length of time and of what nature? 

Mr. Dyxes. I first took a course in general insurance which lasted 
approximately a year; thereupon tr ied for the broker’s examination 
in the State of New York and received my license. 

Senator Atuorr. How many hours a week did you devote to that 
study? I don’t mean in your studying. I mean how many hours a 
week were devoted to class work ? 

Mr. Dyxes. There were 3 classes per week, and I believe they were 
2 hours each in length. 

Senator Atiorr. Six hours? 

Mr. Dykes. Approximately, sir. 

Senator AtLorr. What year was that? 

Mr. Dyxes. I think it was 1950, Senator. 

Senator AtLorr. Now, I am not trying to deprecate you, but as 
it a fact, Mr. Dykes, that your experience in the insurance field i 
such that you could not go to any insurance company in the country 
and receive a job with like 1 ‘esponsibility that you have ! 

Mr. fen kes. I can best answer that, Senator, by saying that the 
trustees felt that the type of work that I was doing over a period of 
years— 

Senator Atitorr. Now, Mr. Dykes, all of these kickbacks occurred— 
there were $299,000 in kickbacks by Saperstein in a 2-year period, 
1951-52—at a time you were in charge of all of the collections of 
these things, the remittances for that office and in charge of the offiee. 
And you say that you were not aware. That doesn’t indicate a very 
full awareness of the job; does it? 

Mr. Dykes. Senator, I was not aware of Mr. Saperstein’s com- 
missions, nor were the trustees. I had no knowledge of that, sir. 

Senator AtLorr. But that was your job, to know that you were get- 
ting for your employees the full amount of insurance that your in- 
surance dollars would purchase, wasn’t it, as representatives of the 
trustees ¢ 

Mr. Dykes. Working under their jurisdiction, I would take my in- 
structions from them, sir. 

Senator Dovetas. The one you would take your instructions from 
would be Mr. Cilento? 

Mr. Dyxers. From the trustees, Senator. 

Senator Dovetas. He was a trustee, Mr. Cilento? 

Mr. Dyxes. At that time he was a trustee. 

Senator Dovucias. Mr. Cilento was indicted along with George 
Scalise, Anthony Carfano, otherwise known as “Little Augie” Pisano, 
for having extracted $299,000 from Mr. Saperstein; isn’t that true? 

Mr. Dykes. Senator Douglas, I have no knowledge of that. 

Senator Dovueias. You have no knowledge that these men were 
indicted ? 

Mr. Dyxes. Yes, sir. 

Senator Dovetas. So you knew—— 

Mr. Dyxes. I have knowledge of the indictment; yes, sir. 

Senator Dovetas. You have knowledge of the indictment. The 
case in the New York court was dismissed on purely technical grounds, 
without any exoneration on the charges themselves. Isn’t that correct ’ 

Mr. Dyrxrs. So I have read, Senator. 

Senator Dovaxas. Isn’t that true? 





2 
usted 
ation 


that 
ITs a 


were 


WELFARE AND PENSION PLANS INVESTIGATION 1475 


Mr. Fernconp. Does the Senator wish my enlightenment on the 
meaning of Judge Goldstein’s decision ¢ 

Senator Dover as. No. I won't ask for that. Isn't it true that it 
was dismissed on technical grounds without throwing out the facts 
of the indictment 4 

Mr. Ferncoutp. A motion was made to dismiss the indictment. When 
such a motion is made the facts are assumed true and the testimony 
stays in effect; assuming the truth of these facts, I still claim there is 
no crime, and Judge Goldstein says, “Yes, assume these facts to be 
true, technically you are a trustee and not a labor offic ial, and there- 
fore even if these facts were proved to be true, with regret, I must 
say that there is an insuflicient indictment.” So, that there was really 

no trial of the issues. I am only talking as a lawyer, and I am not 
defending and it is merely by way of assisting this committee. 

Senator Antuorr. I think counsel’s statements are entirely fair and 
right. 

Senator Dova.as. Yes; that is correct. 

Senator Atorr. May I pursue these questions with Mr. Dykes a 
little bit further? So, with this limited experience you have had 
you had no actuarial experience, have you 4 

Mr. Dykes. No, Senator. 

Senator Atiorr. Did you ever organize an insurance company, or 
did you ever have anything to do with organizing or setting up an 
insurance company pr ior to this time ? 

Mr. Dyxes. No, Senator. 

Senator ALxorr. With that experience, you started this insurance 
company—that is in effect what you have done, although it is a fund. 
You have in effect started your own insurance company, and your 
salary was practically doubled overnight for this valuable experience 
of yours; is that right ¢ 

Mr. Dykes. While my particular experience in the insurance field 
may be limited, based upon your questions, I did have the benefit of 
counsel, the benefit of our accountants, and recently the benefit of 
Counsel Kosman. 

Senator Attorr. When you were asked by Mr. Cotter whom you 
had had for assistance in this matter, you didn’t mention Joseph 
Froggatt & Co. Did you know that they were helping? Your coun- 
sel did, but you didn’t mention them. 

Mr. Drxes. If I didn’t mention them, Senator, perhaps it was an 
oversight on my part, or I didn’t think it applied to the particular 
question, sir. 

Senator Atvorr. What actual changes in your office have there been 
since this has become a self-insured fund ? 

Mr. Dyxes. Changes in what respect ? 

Senator ALLorr. Changes in your oflice personnel. 

Mr. Dykes. We have added personnel to our staff 

Senator AtLorr. Are any of the people who were formerly wit 

not with you now ¢ 

Mr. Dyxrs. No, sir. 

Senator ALLorr. Can you explain to me why the employer truste: 

, paid on one basis. and the e cg en trustees are paid on anita r 

“IS, which varies by how much ¢ I don’t have the exact figures. 

Mr. Dykes. You refer to the employer trustees? 
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Senator Atvorr. And the e mployee trustees: yes. 

Mr. Dykes. They are all paid on the same basis, Senator. 
each receive $1,200 per year. 

Senator Atcorr. Did you ever read the hearings of this committee 
which were published this year? 

Mr. Dyxes. Yes: Senator, I believe I did. 

Senator AtLorr. And were you aware of the criticisms of pay- 
ments to so-called welfare representatives ¢ 

Mr. Dykes. I was aware of them, Senator. 

Senator Atnorr. And I understand, of course, you didn’t make the 
decision to pay Mr. Brandenburg, if that is his name, $9,300 a year 
a welfare representative ? 

Mr. Dyxes. No, sir. 

Senator Atvorr. That was made by the trustees? 

Senator Dovaas. He is being paid that, is he not, $9,300 a year? 

Mr. Dykes. My recollection is that he receives approximately $700 

month. 

Senator Doueias. It would be more than that. 

Mr. Dykes. There was discussion of that subject at the trustees 
meeting of July last. One of the management trustees raised the 
question and there was some lively discussion by all the trustees and, if 
memory serves me, Trustee Oneto remarked that before the end of 
the year he would resign his position as welfare representative. 

May I add at this point, Senator, that at the most recent meeting of 
the board of trustees, the matter was again discussed, since I raised 
the question very forthrightly, after your staff investigator visited 
our office, and T reported accordingly to the trustees. Thereupon, 
Oneto and Brandenburg both commented that they would resign their 
position as welfare representatives before the end of the year. We 
have the minutes here if you wish to refer to them. 

Senator Attorr. We may do that. It depends now on how far we 
go into this. 

I realize that these were not your decisions, although I think you 
have, through your relationship and your employment, been pretty 
well aware of what was going on in all this thing. But how can you 
justify, or do you justify a payment to a man who receives as presi 
dent of the local, $12,000 a year, and if he is doing that job and receiv- 
ing $12,000, presumably it would absorb most of his time, or it should, 
and who receives $9,300 as a welfare representative, receives $1,200 
from your fund as a trustee, and then in addition to that, I believe 
Mr. Imle testified, has an unlimited expense account with your fund! 

Mr. Dyxrs. Are you referring now to the trustee? 

Senator At.torr. Brandenburg. 

Mr. Dykes. And Trustee. Oneto? 

Senator Attorr. I am referring to Brandenburg. 

Mr. Dykes. Brandenburg does not have an unlimited expense ac- 
count with the fund, Senator. He receives, as I testified a short while 
ago, approximately $700 per month in his capacity as welfare repre 
sentative, and he receives $100 per month in his capacity as trustee. 

Senator Dovenas. $9,600. You have been a member of the staff of 
local 2. How much does he receive as an official of local 2? 

Mr. Dykes. I have no knowledge of that, Senator. 

Senator Doveias. You have never heard it discussed / 
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Mr. Dy«xes. No, sir. 

Senator At.orr. I have the information here that all of the 
trustees who receive $100 per month draw from the fund fixed exp 
cccounts of over $700 per month each. Is that wrong or right! 

Mr. Dykes. Are you referring to the welfare representatives 
itor? 

Senator ALLorr. No; Iam referring to the trustees. 

Mr. Dykes. All of the trustees receive the same fee, which is sl2 
per veal 

Senator AtLorr. You pay whatever expenses they turn in. You 

ive never turned down an expense account for them yet, have you / 

Mr. Dykns. No, Senator. They do not submit expense accounts to 

ie fund. ‘They receive a flat sum each month. 

Senator Anvorr. The trustees ¢ 

\ir. Dykes. Welfare representative ‘ 

Senator ALLorr. Let’s get on one or the other. What dothe ti 
receive 4 

Mr. Dyes. $100 per month, Senator. 

Senator Attorr. Flat; no expenses ¢ 

Mr. Dykes. Yes; they receive expenses in connection with travel to 
the board of trustees meetings, 

Senator Atnorr. In Chicago? 

Mr. Dykes. Yes, sir. 

Senator Atnorr. There haven’t been any meetings down in Florida 
or out in California, like we found in the laundry workers’ case 4 

Mr. Dykes. No, Senator. 

Senator Ant.orr. Your welfare representative . What is their ex 
pense situation 4 

Mr. Dykes. The board of trustees has approved paying welfare 
representatives, 

Senator Atvorr. 1 can’t hear you, sir. 

Mr. Dykes. The board of trustees has approved paying welfare vey) 
iesentatives based upon 5 percent of the premium paid to = carrier, 
depending upon the nymber of employees in a local union, or the nun 
ber of employers involved, or the reogrTt aphica l ares of the as Hnion. 

Senator ALLorr. Th: at is in effect the same situation which prevailed 
i the laundry workers’ case which you say you read in the reports of 
this committee, then, isn’t it? It is the same thing all over again. 
lhe fact that you are operating your own fund doesn’t change it at 
ill, does it? 

Mr. Dykes. In that respect, no, Senator. 

Senator Atitorr. And there is nothing, in fact, to keep that fun 
rom being used—that is, the designation of welfare representatives 

tslush fund to keep the boys in line and to keep the unions orga 
zed: isn’t that right 4 

Mr. Dykes. I couldn’t testify to that, Senator. I can only testify 
to the fact that the welfare representatives, to my knowledge, do 

ceded and a splendid job. 

Senator AtLorr. Now, getting back to the proposition of your or 
vanization, how much services, or what is the nature of the services 
that Froggatt & Co. have given to you ? 

Mr. Dykes. They have prepared specifications, or they did prepare 
vecifications, which were submitted to some 13 insurance companies 
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ind they the nee analyzed the bids of these insurance companies and 
reported to the board of trustees accordingly. 

Senator Artrorr. That was before your determination was made to 
form your own fund? 

Mr. Dykes. That is correct, sir. They also prepared actuarial data 
in connection with our retiring program. 

Senator AnLorr. Was that before or after you decided to form your 
own fund? 

Mr. Dyes. Before, sir. 

Senator AnLorr. What other services? 

Mr. Dyxes. I believe that is substantially it. 

Senator Atnorr. That is the general field ¢ 

Mr. Dykes. Yes. 

Senator An.orr. This man Kosman, is that his name? 

Mr. Dykes. Yes, sir. 

Senator Attorr. He has done some P: art-time work for you, I think 
Mr. Feingold said, over a period of 2 or 3 months of intensive work 
for which he has been paid $10,000. Now, nevertheless, the fact. re- 
mains that in setting up this organization—and your total annual 
payment into the fund is what—about $2 million ? 

Senator Douetas. It is running pretty close to $3 million, isn’t it? 

Mr. Frrncorp. Correct, Senator. 

Senator Atnorr. Pretty close to $3 million a year. You have taken 
this fund, converted it into an insurance company of your own, and 
haven’t added a single experienced insurance man to the entire organ- 

zation as a permanent employee. 

Mr. Dyxrs. Well, I believe that the trustees consider Mr. Kosman 
an expert in his field. 

Senator AtLorr. He is only one, and he is only there in an advisory 
capacity ” 

Mr. Dyxnrs. He has been intensively active, Senator. He has put 
in a great deal of time with the fund in a relatively short space of 
time. 

Senator Attorr. Te is the only instance, and he is just a consultant. 
He is not a member of your organization, he is not in there for staff- 
work constantly, he is not in there for supervision or for constant 
advice. He is just a part-time consultant, and he is the only one, 
with almost $8 million in the equivalent to premiums coming in, 
whom you have added to set up this insurance fund, isn’t he? 

Mr. Dykes. I can reply by saying that he has been in constant 
communication and contact with both our accountant 

Senator AtLoTTr. Have you employed anyone else? Answer my 
question that way, then. 

Mr. Dyxrs. No, Senator. 

Mr. Ferncoip. Senator, may I state this for the record? From the 
time I have had connection with this fund anyway, and I am talking 
of my own knowledge—— 

Mr. Correr. How long has that been? 

Mr. Ferncorp. 1952, there has been in the office a man who was a 
mathematics professor and an expert in advanced mathematics, and 
I think he just missed his dissertation for a doctorate of philosophy 
in the mathematics of probabilities, and he is an outstanding mathe- 
matician. I have had occasion to see him on occasion. 
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Now, this particular staff, and Mr. Dykes is all too modest. had 
worked very closely with the Security Mutual Life Insurance ¢ 
that had its claim office in the same build ing in Union City. All claims 

vere processed by this staff over 5 years. They knew the insurance 
usiness, the ¢ asualty and life insurance business intimately—the girls 
vho open these files—and Mr. Imle was there and was shown throug! 
an organization that : 

Mr. Correr. I think he stated that. 

Mr. Ferncovp. In my opinion, it should be a model 

ticisms that should be or that may be launched against it. ’ 
Mr. Imle will agree that the operation of this fund should be a mod 
for other funds in the payment of claims and the accuracy and the 

illingness of the staff to help these people. 

Now. I know there are criticisms that the committee has. We ] 
discussed them quite frankly with Mr. Imle. I think Mr. Imle 
state that he got a great deal of information in a short few hou 
he so stated. Books were ope ned. 

Now, this staff has had considerable experi nee in proce sing ms 
nee claims. They know the medical terms, they know what loss- 
time benefits are, they know when extra medical expense must |» 
paid. They know when surgical expense should be paid. They a 

familiar with these things. 

Mr. Corrrr. But, sir, we have had testimony that they didn't k 
there was a flat 10 percent cominission being paid. 

Mr. Ferncoup. The trustees did not know. 

Mr. Correr. But the staf? did 4 

Mr. Ferncoutp. No. The staff had nothing to do 

Mr. Correr. If they have any technical or close knowledge of 1 
nsurance company, following it closely with the insurance compat 
that would be one of the fundamental factors of the situation. 

Senator Doverias. Security Mutual was in much the same position 
as this. I felt that they had been negligent, but they have at least 
cleaned out. They have put themselves under sort of a receivers a 
moral receivership, but you folks in spite of all that happene 
spite of the fact that this 10 percent commission was mene paid, and 
the charges were supported by a great deal of evidence—these two 

vell-known racketeers were living off Saperstein—you aout the 
same management. Not only did you continue the same management. 
you increased their pay. 

Senator Atuorr. That is correct. 

Mr. Ferncotp. The staff l am not here to defend anyone: | 
un here to give you the es ition that you are entitled to, Senator. 

ind I am sure you will get it, whatever information we can possibl) 
vive you, but I would say this: I don’t see how the staff would know 
what the master policy would be with Security. As a matter of 
fact, when I began to explore the situation and became familiar with 
this fund, and we started to negotiate on a dividend, to question why 
there was no dividend and to go into this matter, officials of Secur ity 
readily agreed that—it is an amazing thing, maybe it is ignorance— 
they never discussed retention, or commissions with the trustees. and 
that isan amazing thing. 

Senator Atxorr. It is not too amazing, Mr. Feingold. If you had 
been here a couple of days ago you would have heard an insurance 
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company testify in effect that they didn’t pay, we will call them 
dividends—they called them something different—unless there was 
a certain demand, and the old expression that the squeaking wheel 
gets the grease was used. So it points to the whole thing, and | 
think the remarks of Senator Douglas, the chairman, with respect 
to cleaning house certainly apply in this case. 

[ don’t care to comment or continue the examination further myself, 
but I will put myself on record. Mr. Dykes may be a fine man 
I don’t know—but certainly I think he has shown in his past actions 
and his awareness—because he claims to be completely ignorant of 
what has 1; 3d in the past—that he certainly doesn’t have the 
acuteness to be managing and administering a fund which involves 
almost $3 million a year in premiums. 

As the country people say, “That ain’t hay,” and it deserves to 
be administered for the benefit of these people who are aon of 
these unions. And why they tolerate the continuance of the same 
old bosses in this thing who led them down the road to their previous 
situation is beyond my capabilities of understanding. 

Mr. Ferncoup. Senator, I am fully aware of the debit side of the 
column, and I think I have stated my position, but there is a credit 
side, and this is a new field. I am not justifying anything that was 
done. I feel the growth of these funds advanced so rapidly that the 
people who were responsible for them didn’t understand in the early 
postwar years the technical knowledge necessary and, certainly, labor- 
union officials who were used to the picket line and the strike, and 
the labor proceeding before an administrative body, were not actuaries, 
and were not able to comprehend them, and yet ‘they did negotiate 
them. At the same time I will say this: that the State authorities 
were not prepared to meet the situation, and these large commissions 
are still being approved today; these schedules are filed. 

I was amazed myself when I became aware of this to find out that 
my own bar association, a group plan that I belong to, the commission 
is 25 percent, and here we are lawyers. Now I feel a little shocked 
by it, because I am supposed to be familiar with these things, and 
these things are being approved. These are only observ vations, com- 
ments. I am not justifying or condemning anyone, but it is a new 
field and I think we have basically a very w ell-run fund. 

The memberships receive their claims in full, every cent that comes 
into the fund is accounted for. Its investments are sound. 

Senator AtLorr. How can you justify these welfare representa 
tives? Each union has its officers; doesn’t it ? 

Mr. Ferneotp. Yes. 

Senator Atxorr. Each union has its stewards? 

Mr. Frerneoup. Yes. 

Senator Attorr. On most of them, I presume on all of them, you 
have a checkoff ? 

Mr. Fertneotp. No. This is a noncontributory plan. 

Senator AtLorr. Then you don’t have to worry about running down 
members of the union for their contributions. You have only the 
employer to deal with to get the money; is that correct? 

Mr. Ferncoip. That is correct. 

Senator Arrorr. As far as claims are concerned, you have a com- 
plete union organization to assist in the rather minor claims that come 
in because everybody doesn’t have a lot of claims. 
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Mr. Fervcoup. Well, 1 would say that in our fund—and I am not 
defending nor objecting to the observations of this committee; I can 
only speak for what our fund does—prior to the institution of these 
welfare representatives, as such, the fund was insolvent and in bad 
shape. I think Union Casualty was the first carrier. This is all be- 
fore my day. 

Senator Douvenas. That is Mr. Kosman’s company ? 

Mr. Frrncotp. That is the company he is associated with. 

Senator Dovatas. That is the one that has headquarters at Mount 
Vernon ¢ 

Mr. Frrncoip., That is correct, sir. They did a very bad job. They 
would contest many claims, as I understand the history, and raise all 
sorts of defenses and were very late in submitting claims. On the 
other hand, if I were a local-union member, Joe Doakes, working 
alongside of another man and I were a volunteer welfare representa- 
tive, my loyalty would be to the man whose wife is sick in the hospital. 

Senator Atvorr. Yes, but you have taken this same man, who was 
head of this insurance company, when your experience was so bad 
with him, and he is really—with apologies to you, sir—the only quali- 
fied man in the organization, even at that, with insurance experience. 

Mr. Ferncoitp. Well— 

Senator Auvorr. I know the nature of your services. You are a 
lawyer, but you have taken the man with whom the company had its 
worst experience and he is the only qualified insurance man in the 
group. 

Mr. Ferncoup. I don’t damn the man, sir, because of his company. 
E have found in wor oh with this man, a very competent lawyer, and 

| only know him a short time, and until I am led to believe otherwise. 

will believe him competent. The man was a deputy commissioner 
of insurance in the State of New York. 

Senator Atxorr. Do you think you can run a fund like this without 
full-time, competent, experienced insurance executives and actuarial 
help and keep the fund correct and right? 

Mr. Frrncoup. We have the actuarial help. We have a man on the 
premises who is an expert mathematician and skilled in the running 
and supervising of IBM equipment. 

Senator Atuorr. Is he the same one? 

Mr. Ferncoip. This mathematician. 

Senator Atiorr. Who is he? 

Mr. Ferncorp. He is there daily. 

Senator Attorr. What does he know about insurance? 

Mr. Frerncotp. He has had considerable experience over the years 
working with the fund. 

Senator Atuorr. Someone should have turned up the large dis- 
crepancies which existed before. 

Mr. Ferneoup. T don’t see how the fund would find these large dis- 
repancies, unless it knew of this broker’s commission, because L hope 
vou don’t confuse this with the laundry workers situation. 

Senator AtLorr. I am not thinking of that. 

Mir. Fetncoup. Because in this case, may I state this, Senator, after 
Security Mutual had its hearing before this committee, they became 
alarmed and felt that they should check the premium contribution, 
iid Tam familiar with what went on with the laundry workers. I am 
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quite familiar with how there was a superficial check and there wer 
59 errors out of 144. They ran checks and the committe went on to 
say, just imagine, if the insurance company were to pick the fi 
instead of letting the broker pick the files. 

We had no such thing, you see. Security Mutual sent in Price, 
Waterhouse to check our premium and they were there for days and 
weeks, Mr. Dykes tells me, and they sent out confirmations to the 
contributing employers. And may I say this, for our fund—and | 
am following the spirit of Senator Douglas, your chairman, te 
everything should come out ina public hearing, both pros and cons- 
that we had to correct some of the figures on Price, Waterhouse’s 
workingsheets, and they admitted their errors. They didn’t tind us 
in error at all in any instance. I think in this one particular bateh 
we found about 30 percent error in their computations. 

Let me say this further, in connection with this dividend committee 
which is negotiating with Sec urity Mutual, that on 4 different ocea- 
sions we received 4 different statements of how thev computed the 
surplus. We had to tell them the amount of premium we paid them. 

Now, our records are accurate and every penny is accounted for that 
is received from the employers. We have cooperated with every sin 
gle public official that has come in, not by subpena, but we have wel- 
comed this investigation because of the bad publicity, and we felt 
that because of the identical carrier, the identical broker, we were 
tarred with the same brush—it is a conclusion I would come to just 
reading the newspapers—it must be. It is the same plan, similar 
ideas, this is part of the same thing, and the other collateral scandal 
that came out in connection with this fund, and unfortunately 

Mr. Corrrer. Are you suggesting that this fund was a rose / 

Mr. Frrncoup. No. I say there are objections. 

Mr. Correr. Objections? It was looted, wasn’t it? 

Mr. Fetncotp. The fund itself, Senator—I am trying to make this 
point that was just made. There were no moneys taken out of the 
fund as such that Mr. Dykes would know about. It was in large 
commissions. 

Mr. Correr. What about the $2,500 a month ? 

Mr. Frincoip. That was paid to the international union for 
expenses. 

Mr. Correr. The international union? I thought it was paid 
to—— 

Mr. Frrncoip. It was paid to the international union and deposited 
by them. 

Mr. Correr. When your records were stolen in Chicago some time 
ago, were your welfare records involved too? 

Mr. Ferncou. No. Let me straighten that out. Our records have 
always been in Union City open to inspection, and ever yone who has 
examined them has commended them. Our records were neve! 
touched and were never missing. I think you have reference to, 
and I have seen the publicity on it, the international records were 
either stolen or destroyed or burglarized. 

Mr. Correr. Aren’t you the international ? 

Mr. Fetncoip. No. We have nothing to do with the international. 
We are in neutral. 

Mr. Correr. What is this? Isn’t this an international fund? 
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Mir. Frincoip. This is run as a separate entity. It is a trust 
iave given that opinion on a half dozen occasions. This is a comme 
law trust and I have told these trustees, every one, they are respon blk 
is trustee and subject to surcharge; that this fund is a neutral fund, 
ind independent, and operates as a separate entity, and the manage 
nent trustees in this fund are active, they are articulate, 

Senator AuLorr. That is all true, Mr. Feingold, but you have thi 
sume people. Your fund is separate. No one is going to quarre! 
about that, but at the same time, who are these people? Who was So! 
Cilento when he was a trustee? Wasn't he an officer in a union ¢ 

Mr. Freincoip. That is correct. 

Senator AtLorr. Isn’t he still? 

Mr. Frrncoip. He is not an officer of the international union. 

Senator ALLorr. He is an officer of a local? 

Mr. Ferncoup. Of a local union, yes. 

Senator ArLorr. Who was Brandenburg ¢ 

Mr. Ferncoip. Brandenburg 

Senator ALvorr. He is president of local No. 2, isn’t he? 

Mr. Frrncorp. Correct, and he is vice president and a trustee, vu 
personally feel he should resign as a trustee, and I have 
opinion. 

Senator Auvorr. I could go right on down the list. 

Mr. Frrncoip. A welfare representative, I am sorry. 

Senator Atiorr. All of these people in here are also internat: 
local officers, so you have got your union people right ove) 
separate fund, even though you call it a separate fund. They 
together. 

Mr. Frerncoip. That is pursuant to section 302. There a 
represe ntatives, and 3 management representatives. 

Senator Atior. But those three labor re presentatives don’t have t 
be the president of the local or an international officer / 

Mr. Ferncorp. No. 

Senator Anuorr. He doesn’t have to be? 

Mr. Ferncoip. No; they could be a bank, they could be a neutral. 

Senator Anuorr. I just can’t see your contention, and I can’t help 
but feel, and I can’t help but ask, in my own mind—it won’t do me 
any good to ask this question of either of you 

Mr. Ferncor. 1 hope you don’t pre judge what my answer would b 

Senator Atxorr. I can’t help but ask, in my own mind, how much 
Sol Cilento is still in control of this fund. Here is his ne phew whom 
he started in there a few years back, still running the fund, in a posi- 
tion where he can raise his salary, or get it raised, doubled, in a very 
short period of time. I see nothing in his experience background 
which indicates that a man like him is worth that much money. 

I can’t help but feel that—and I am not mistaken as to what be 
came of these funds, either; I distinguish this from the laundry work- 
ers case, but somebody who was running that fund should have been 
smart enough to see that they could have gotten dividends and smart 
enough to see they could have gotten more insurance for what they 
were paying. 

Now, either they knew about it, which is one way to look at it, o1 
else they simply weren’t competent enough to go out and find out what 
you can buy for so much money for the people who are doing the 
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work, the members of the union, and whom you are representing. 
That is the way I feel about it, personally. 

Mr. Frernaoip. May I say this, Senator 

Senator Auiorr. Yes. 

Mr. Frerncoip. The trustees themselves, those who are here, I be- 
lieve they are out to do a rugged job, a good job. They have been 
educated. They admit their ignorance. They admit they have been 
fooled. They state that in the minutes. 

Senator Dovenas. Well, that admission at the beginning is dis- 
arming, but it is hardly a justification for promotion. 

Senator Auwrr. Noris ita justific ation, in my opinion, for continu- 
ing in the office those who are ignorant of the knowledge which is 
required to run those services. 

Mr. Ferneoutp. May I state this, and it is hard to get before you 
what is in this book. This is just 1 year’s minutes. There are so 
many things that go through my mind, and probably if I had some 
days to spend here, perhaps. I could contribute to the deliberations 
of the committee. 

I would say this, that the trustees have become educated, | would 
say, particularly during 1954. We had been pressing for a dividend 
report from Security, and I am not pointing a finger at the present 
administration of Security. I know there were certain personalities 
there that might have been responsible for these things that are no 
longer there. I know that the company has made radical changes, 
and when it came to servicing claims, they gave excellent service. 1 
have no complaint, but I would say this: That whenever the trus- 
tees asked for a report, or a formula, they were given some sort of 
vague and evasive answer about acquisition costs, retention formula, 
“You are falling behind,” and we actually have these statements to 
show how they gave us different answers at different times to lull 
them into a sense of security until in 1953, the matter was brought 
to a head and we provoked this, and after a 5-year period, they gave 
a $27,000 dividend, on a block basis, which T understand is illegal 
from my reading of the insurance law. They gave one dividend for 
a 5-year block, ‘instead of declaring a scueen at the end of each 
policy year, and $9,000 on life insurance for 1 year, and then the next 
year—whether it was the pressure or whether it was the desire, and 
I say they wanted to keep this risk, and the minutes so prove, they 
didn’t want to discontinue, they wanted to keep this risk—they turne ‘d 
around and awarded a dividend of almost $500,000, and even assum- 
ing that the commission had dropped 9 percent, it wouldn’t account for 
that vast difference, why, suddenly was this dividend increased. 

I would say that many people were ignorant. I would say that it 
probably is true of most funds, that in the early days they started 
without sufficient knowledge. 

Senator AvLorr. | have no further questions. 

Senator DovucGias. 1 would just like to comment on this: Not only 
does the fund seem to pay large sums of money to men who in their 
union capacity are already receiving large sums, and who in the 
locals as part of their union duties, in my judgme nt, should be taking 

care of welfare matters, but also they have loaded the company up 
with nepotism, and here is a present witness, Mr. Dykes, the nephew 
of Mr. Cilento by marriage, with a salary of $25,000 a year. By the 
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vay, did you get that bonus last year of 2 months’ salary, Mr. Dykes ¢ 
Mr. Dykes. I received a bonus in 1954 for 2 months’ salary. 
Senator DouGias. Have you been told whether you would get it this 


year or not? 

Mr. 1)y KEs, | have not been told, Senator. 

Senator DouGuas. Will you let us know on December 26 whether 
or not Santa Claus has laid that present in your stocking ¢ 

Mr. Dykes. If you require that, sir, 1 will be pleased to tell you. 

Senator Douguas. That may save $4,000 of union funds. 

Mr. Frincoutp. Senator, may Tsay this? Perhaps Mr. Dykes wear 
t heavy burden because of the accident of birth, because of his re 
tionship, but T would say that the trustees on innumerable occasions 
ave genuinely, from my observation, expressed tremendous satisfac 
tion in his competency and ability. I know on the face of it these 
things are suspect. 

Senator Dovgias. Now, Mr. Drexler is a well-paid official in the 
nternational or a local. 

Mr. Dykes. There are two Drexlers, Senator. 

Senator DovuGias. | know. The elder. 

Mr. Dykes. He is connected with local 2. 

Senator DouGrias. Ife is secretary-treasurer ¢ 

Mr. Dykes. He is the executive secretary. 

Senator Doveias. Do you know his salary there? 

Mr. Dykes. No, Senator. 

Senator Doug as. His son works for you, for your fund ¢ 

Mr. Dykes. Ilis son is a welfare representative, sir. 

Senator DouGcnias. At a salary of how much ? 

Mr. Dykes. I believe his expenses are approximately $380 per 
month. 

Senator Dovgias. You mean his salary ¢ 

Mr. Dykes. These are not considered salaries, Senator. 

Senator Doucias. Then Mr. O'Neill has two sons. He is the presi 
dent of the international, also he is chairman of the fund ? 

Mr. Dykes. Chairman of the board, general president of the inter- 
national. r 

Senator Doug tas. He has two sons. One receives $800 a month. 

Mr. Dyxes. That is right, sir. 

Senator Dovaias. And expenses ‘ 

Mr. Dykes. No; the $800 per month are the expenses. 

Senator Dovucias. Well, then, does he have expenses for travel over 
and in addition to that? 

Mr. Dykes. Yes. In the event he travels. 

Senator Dovetas. Then he has another son who is in Chicago? 

Mr. Dykes. That is correct, sir. 

Senator Douctas. His salary is how much? 

Mr. Dyxes. His expenses are $300 per month. 

Senator Dovetas. You call them expenses. I call them salary. 

Mr. Dyxes. The trustees call them allowances. 

Senator Dovcias. Well, nepotism is not unknown in private busi- 
ness, I might say, and it is not unknown in the insurance business, 
but I think it is bad wherever practiced. 

[I am not opposed—I want to make it clear—to self-insurance, as 
such. I can see advantages in self-insurance, but I am opposed to ex- 
orbitant salaries and the people who get salaries for performing one 
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set of functions, then have second and third salaries piled on top of 
them, because what you are doing is intercepting money that really 
belongs to the ultimate beneficiaries, . 

You are treating this business as though it were a private reserve 
for an inner group—lI see Mr. Inciso smiling at that—but neverthe- 
less that is true, and to my mind that is a violation of a public trust. 
and you are discrediting the institution of unionism and of self- 
insurance institutions by themselves because of your actions. I cer- 

tainly think that the behavior in this case has been extraordinarily 
bs ud. I do not regard myself as a person to pass judgment on others, 
but asc Oe airman in this case, I should say that. How did this happen 
after the Laundry Workers case, how did it happen after the trial 
in New York after the technical acquittal was made? To my mind 
it is a brazen performance. 

Mr. Frerneorp. Since those events there have only been two increases, 
Senator. 

Senator Doveras. But look at the tremendous amount. 

Mr. Ferncoip. One was for Mr. Dykes and the other is my fee, and 
1 think a lawyer should never be required in public to defend his 
charges, nor the people he represents, but I am going to defend the 
charge here. I think it is called for. 

The nature of my duties changed completely from one of a part- 
time job to one where I have to devote myself almost exclusive ly and 
take on additional help in the office, and I have probably fared much 
better under the old arrangement than the new. T have had to limit 
myself in my legal activities in labor relations, because this has been 

. job that is night and day, so that that is all I wish to put before 
the committee—not to think that I went in there with hat in hand and 
said that I part my hair properly. It is a tremendous job, and I 
say that a lawyer should not have to defend his charges, but I think 
it is called for here by your questions. 

Senator Doveras. As far as I am concerned, I have no more 
questions. 

Mr. Correr. May I just take a second, Mr. Chairman? Do you 
know whether or not Mr. Kosman has been associated with the Car 
dinal Agency ? 

Mr. Ferncoup. I do not know what his connection is with it. I 
know of the C ace Agency. I know they have been implicated. 

Mr. Corrrer. Do you know whether he had some affiliation with 
them? Had youeve one ard? 

Mr. Frerncoitp. No. I do not know that he has had connection with 
Cardinal Agency. 

Mr. Correr. You never heard of that? 

Mr. Frrncorp. No. I know that is one of the agencies that have 
been implicated locally. 

Mr. Correr. Do you know whether he has had any connection with 
Wenrey Agency ? 

Mr. Ferncoiv. No. If you say so, Senator, he has. I just knew 
the gentleman the last few months. 

Mr. Correr. You did know his affiliation with Eastern Casualty? 

Mr. Ferneotp. No. I knew of his affiliation some time ago with 
Union Casualty. 

Mr. Corrrer. Do you know he resigned as New York State deputy 


nsurance commissioner in 1941 ¢ 
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Mr. Feincoip. That I don’t know. I just know that he told me he 
was a deputy commissioner. 

Mr. Correr. Did you know he was a brother-in-law of Murray Katz, 
who was a principal of either Wenrey or Cardinal ? 

Mr. Ferncotp. No; I do not know that. 

Mr. Correr. Do you know whether he is employed by the Post Office 
Department in New York / 

Mr. Feincoip. No; I do not know that. 

Mr. Correr. On a full-time basis or otherwise ? 

Mr. Freineoup. I don’t know that. 1 will tell you what I do know 
about him, because it is very brief. 

Mr. Correr. You perhaps could make further inquiry. 

Mr. Frrncouip. I presume I will; ves. 

Senator Doucias. [have no further questions. 

Senator ALLorr. No questions. 

Senator Dougias. The witness is dismissed. 

Mr. Frincoup. Mr. Senator, may | ask whether you want to look at 
these minutes? Weneed them because we operate under them. 

Senator Douaias. No. I do not think it is necessary that you leave 
them. 

Mr. Ferxcoup. We were also requested to bring the certified audits 
for the past 3 years. We have those available. You may keep those. 

Senator DouGias. Do you have copies of those ¢ 

Mr. Feincoip. Yes. Those you may keep. We have brought those 
pursuant to subpena. 

Senator Dovaias. Thank you very much. 

Mr. Frincoup. There is also a consolidated statement that is circu 
lated to the interested parties. 

Senator Dougias. We will receive a copy of that.’ 

Mr. Frrncoip. That is something that the committee eriticized him 
ror, 

Senator Doucnas. Do you send those to your local 

Mr. Ferncoip. And to the employers. 

Mr. Dykes. Senator Douglas, with your permission 

Senator Douanas.* Certainly. 

Mr. Dyxrs. I feel compelled to state simply, but most humbly and 
from the bottom of my heart, that I came here in a spirit of coopera- 
tion and furnishing this committee with all the data available for 
myself or for my staff, and I find that I have been subjected to some 
so-called severe criticism. 

Senator Dovanas. We subjected the fund to severe criticism. I 
im not certain that we subjected you to severe criticism. We sub 
jected the fund to severe criticism. 

Mr. Dykes. Thank you, si 

Senator Douenas. I want a make that clear. 

Senator Atiorr. May I say this: if you are speaking of the ques- 
tions which I asked you and the remarks I made about your position 
in this thing, perhaps you are justified in saying what you did because 
that is the way I feel. I asked those questions because I felt that 
should be brought out. 

Senator Dovenas. But we have no evidence indicating any financial 
irregularity on your part, and that should be stated for the record. 


/ 


1The material referred to is on file with the subcommittee 
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Senator Attorr. That is completely right. 

Senator Doveias. That should be definitely stated for the record. 

Mr. Dykes. Thank you, Senator. 

Mr. Ferncoitp. May I suggest this to the committee: that if you 
would like a descriptive, detailed descriptive operation of our fund, 
I think Mr. Dykes is competent to do it and he would be glad to 
mail it in to you and I say this in a spirit of cooperation. 1 think aside 
from these criticisms, and—I have stated my position on these welfare 
representatives several times in different ways—lI think the actual 
operation of this fund in the payment of claims and the protection 
of these people’s interest and the service they get is a model one, 
Senator. It is too bad that we have been tarred with the brush. 

Senator Douaias. We will be glad to receive anything that you 
may wish to send in. 

Mr. Ferneorp. I think Mr. Dykes will be glad to communicate with 
you. 

Senator Dovetas. We have kept another set of gentlemen around 
here all day. We apologize to them, but these cases have taken longer 
than we intended. It might be well to turn to a more wholesome 
subject so I wonder if the men connected with the Washington 
Teamsters Fund would come forward and take the stand. 

I wonder if Mr. Plant would sit with them, since he was the 
staff member on this case. 

In view of the fact that certain funds of the teamsters union seem to 
have irregular ties connected with them, we felt that it was only proper 
that evidence be introduced by the teamsters fund which you found to 
be well managed, and I wondered if Mr. Plant would make a brief 
statement first. It is understood that he is sworn. 


TESTIMONY OF FRANCIS X. PLANT, CHIEF INVESTIGATOR, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDS 


Mr. Piantr. The proper name of this fund is the Washington Motor 
Truck Transportation Employees Health and Welfare Trust. 

I might emphasize, Mr. Chairman, and the other members of the 
committee, that everyone concerned with this particular plan was 
most cooperative with the staff. We had absolutely, as we found in 
other plans, no trouble in getting the books. Everything was thrown 
open to us, and they have helped us all the wav up to even coming 
here today on very short notice. 

Briefly, the plan started in 1952 with contributions from the en 
ployers. The first benefits were paid to the employees in ‘agit of 
the same year, and dependents came under it in June of 1952 

One of the unusual features of the bargaining aereement upon which 
the trust agreement and the plan itself are based is that the contribu 
tions are limited for a period of 10 years to 5 cents per man-how 
worked. It can’t be changed upward or downward until 1961. 

There was a trust agreement entered into, dated February 1, 1952. 
that called for appointment of employer trustees and union trustees, 2 
of each, with also 2 alternates for each side. The employer trustees, 
since the beginning of the plan and continuing to the present time, have 
been Mr. Harr vL. - Grubbs and Mr. Morris Davidson. 

The union trustees have been Mr. Charles Bell and Mr. Linwood 
Trainham. 





WELFARE AND PENSION PLANS INVESTIGATION 1480 


At the outset, the trustees went about the problem of securing t hye 
insurance in a businesslike manner. They retained the services of a 
experienced broker. He drew up speci he ations: they asked for bid 
from 8 or ? insurance cOMpAnies ; the bids were submitted sealed: the 
trustees didn't vet : i look at the identity of the compamies involved 
until they had pie ked the low company, ind then it was determined 
that the company was the Pacifie Mutual Life Insurance Co. of Lo 
Angeles, Calif. 

The payments available to employees include life, A. D. and D., ace: 
dent, sickness, weekly indemnity, hospit: al and surgical, and doctor 
calls. Dependents get hospiti alization and surgical expense benefit 
doctor’s calls, and maternity benefit 

The plan runs a trust office at 724 9th Street NW. in Washingtor 
At the time we were there, Mrs. .Jlesse T[arnion was in charge: she 
was hired by the trustees through the United States Employment 
Agency, just another step to eliminate any possible criticism 

( ‘ontributions from emp ilove TS VO directly from the employe rto the 
C ity Bank, with a carbon cOpy, reporting copy, going to the fund 
Approximately 90 percent of the contributions are handled in tha 
manner, Sometimes, erroneously, companies forward a check to the 
trust office. 

Generally speaking no cash is handled in the trust office. Individual 
records are kept on each e mployer and each employee, and on receipt 
of contributions, appropr late entries are made for both employers and 
employees. 

The trust office re ‘views all el; ims, or they ‘handle all claim and they 
pay them through the medium of a draft drawn on the ‘insurance com 
pany, that is, w ith the exce ption of death claims, and they are handled 
hy the insurance company. 

As a further precautionary step, these trustees have arranged for 
the broke r in the case, Ww ho of course re pres ents the Insurance COMpany, 
to countersign all claims, and they also requested the insurance com 
pany to instruct the broker never to countersign a draft in advance 

The books are : audited by a certified public accountant quarterly and 
annually. Reports ‘of these audits are furnished to all the trustees, 
and a summary of the annual audit is also prov ‘ded all employers in 

letter with a statement to the effect that the books of the trust are 
open to any employee who cares to come in and look at them. The 
trustees receive other, many other reports, which keep them up 
date on the situation within this fund as to contributions, premiums, 
claims paid, 

We did have some difficulty in making a financial examination of 
the books of the company, but sole ly for the reason that the figures 
that we had from the insurance company are maintained on a policy 
basis. The books in the trust are maintained ona calendar yea r basi 

However, we found in our report from the insurance company that 
dividends had been paid by the carrier for the policy years 1952, 1953, 
and 1954, totaling $91, 965, 

We found the rece ipt of those moneys properly recorded in the book 
of the trust. 

Commissions In the case were originally paid to one Raymond Hage, 
[ think is the correct spelling. He was the broker of record for the 


first year. He received a commission of $12,902. The services he 
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rendered were not satisfactory to the trustees. He didn’t perform the 
duties that they thought he should, and they replaced him with an- 
other broker by the name of Alfred Bell. 1 might comment at this 
point that Alfred Bell is no relation to the union trustee, Mr. Charles 
Bell. For the policy year ending 1953, Mr. Bell received a commis- 
sion of $6,487. 

I don’t know what his commission has been for the last policy year. 
However, we spoke to the trustees, both Mr. Grubbs and Mr. Bell, about 
the broker and they were satisfied that they were getting sufficient 
work out of him for any commissions that were being paid to him, 
and they made sure that they did. 

TI he retention as far as the insurance compeny has been concerned 
was 25 percent for the first policy year, 13 percent for the second 
policy y year, and 11.6 percent for the last policy year available to us. 

We found that the trustees, though I don’t mean it in a derogatory 
manner, though they are not insurance experts, were extremely anxious 
to find out what the insur ance company was doing with their money, 
and they made a point of keeping in contact with them about retention 
and making sure that any mone y that was kept properly belonged to 
the company and not to the beneficiaries of this fund. 

Administrative costs for the fund for the first policy year were 
4.5 percent, that is, operating administrative cost. In 1953 they were 
5.3 percent, and for the calendar year 1954 they were 8.7 percent. 

Those figures compare rather favorably with other figures we have 
in our office to the extent that similar plans, involving multiemployers 
in Washington, average 7 percent for administrative charges, and in 
New York City it was 5.7 percent. 

Now another precaution that the fund takes, or the trust takes, is 
that they have hired a Mr. John R. Foley, who is here today. Mr. 
Foley acts as trust adviser and is an attorney. Included as p: art of his 
duties are visits to all the companies contributing. He examines their 
books, or has examined their books and records, to insure that they 
are casi fa properly for all employees who are being covered, and at 
the same time he also makes sure that they are not paying too much. 

They have found occasions where an employer, through a lack of 
proper understanding of the trust agreement, has paid for holidays, 
or Sundays, when the contribution is predicated upon 5 cents per man- 
hour worked. In those cases the trust has made refunds to the 
employers. 

Mr. Imur. Mr. Plant, with reference to this percentage cost of 8.7, 
would you care to comment on the size of the fund? Does the size 
of the fund make this perhaps a little higher than the average? 

Mr. Puiant. Well, that percentage, Mr. Imle, is based on contribu- 
tions during the calendar year of $915,475.09. 

Mr. Imire. Which in funds is relatively small, for the same fixed 
cost. 

Mr. Piant. I wouldn’t say that. The fact is that in our figures— 
on similar type plans involving multiemployer units in the same cate- 
gory—show that in Washington administrative costs run about 7 per- 
cent and in New York about 5.7. 

Mr. Imur. Do the trustees receive any compensation ? 

Mr. Piant. The trustees receive no salary. The only paid em- 
ployees of the trust, at the time we made the examination, were Mr. 
Foley, Mrs. Harmon and one other girl. 
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Senator Doveras. Is that all, Mr. Plant ? 

Mr. PLANT. That is all I have, unless you have some que Liol 

Senator DouGLas. Senator Allott ? 

Senator Attorr. I have 1 or 2 questions [ would like to ask. T notice 
n the analysis you have made, or Mr. Plant has made of thi you 
ire Mr. Bell? I notice ho administration fee have been parc, You 
have been here and you have heard testimony all day. TLow do you 
account for the fact that you can do that ind all these people need 
uch high administration fees 4 


STATEMENT OF CHARLES J. BELL, SECRETARY-TREASURER, THE 
WASHINGTON MOTOR TRUCK TRANSPORTATION EMPLOYEES 
HEALTH AND WELFARE TRUST, WASHINGTON, D. ( 


Mr. Bru, We do pay administration fees. We pay Foley for rep 
resenting the trust, and we pay him also for auditing company books, 
and I think that also accounts for the fact that we have increased some 
of the costs in the past couple of years. There is no other fund in 
Was hington or any pla ice else that | know has a man that voes around 
and audits companies’ books and has relation hip with the com 
panies, § wn cl al oO make ; refunds in cases where they made overpay 
ments, 

Senator Dor GLAS. But Vou don't pays admins {ration allowances Lo 
your union officials ? 

Mr. Bett. No. 

Senator Atvorr. That is what I] imeant, Mr. Bell, to union officials 

Mr. Bev... 1 am greatly underpaid. 

Senator Atvorr. One thing for my own information: I would like 
i » know who handles your claims, Hlow do you handle your ¢ Lims ¢ 

Mr. Beni. We have girls in the office who handle our claims. One 

rl processes the claims, and she pays the claims and, of course, that 
is under the instruction and guidance of our broker who has to counter 

on the claims before there is any final payment on them and signs 
the check. 

Senator Attorr. Does he simply countersign the check 4 

Mr. Bein. He goes over every claim. If she has made a mistake, 

‘corrects the mistake and then countersigns the check. 

Senator Annorr. In other words, your broker is doing some of the 
dministrative work in your claim department, too ¢ 

Mr. Beri. That is what we are paying him for. 

Senator Atiorr. That is what you consider this thing is primarily 
for? 

Mr. Bett. That is right. That is the reason why the other broker 
only stayed with us 1 year. We didn't think he was domg enough 
work for us. 

Senator ALLorr. Two other questions: what reports do you render 
to your membership 4 

Mr. Betz. To our membership, we render a report every year. 
After our yearly audit we send out a report. We put it on our bulletin 
boards and also send it to each company and the employers have them 
put on the bulletin board of the company. 

Senator AtLorr. But you don’t send them to each employee? 


Mr. Bex. No. 
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Senator Auvorr. They 


ployer but you don’t send them to each employee? 


Mr. Bet. No; only the employers. 


office board and the bulletin boards of the companies. 
Senator AtLorr. Do you have a copy of such report here, Mr. Bell? 


Mr. Bet. 


I don’t have a copy. 
Mr. Puantr. I have a copy. 


PLANS INVESTIGATION 
are put on the bulletin boards of the em- 


We have them on the union 


Senator Atiorr. If we have one I think it would be wise to make it 
a part of the record and I will ask, Mr. Chairman, that a sample report 


be made a neers of the record. 
JouaLAs. Without objection, it will be done. 


Senator 


(The report referred to was marked “Exhibit 127”.) 


Exumir 127 


Tue Wasutnaron Moror Truck TRANSPORTATION 


EmMpLoYees HeAurit 
Washington 1, D. C., January 21, 1955. 


To Contributing Employers and Covered Employees: 
GENTLEMEN: This is a brief report of your health and welfare trust fund as 


of December 31, 1954. 


An outside audit by certified public accountant, Paul S. Harab, 


& WELFARE 


Trust, 


was just com- 


pleted. His full report is on file at the trust office and may ‘be viewed there by any 


interested person. 


A condensed balance sheet as of December 31, 1954, taken from the accountant’s 
report, and the comparable figure for December 31, 1953, is as follows: 


Cash in banks 
U.S. Government bonds 
Office equipment. - 


Total assets 


Liability, tax withheld 
Net worth: 
As of Dec. 31, 1952 
Added in 1953 
As of Dec. 31, 1953 
Added in 1954 


Total, liability and net worth 


Dec. 31, 19% 


$04, 321. 
1, 778. 59 | 
06, 100. 55 


374. 6 


96, 100, 5! 


3 Dec. 31, 1954 

96 | $128, 856. 44 
60, 000. 00 

2, 277. 01 


191, 133, 45 


309. 90 


95, 725. 95 


95, 097. 6 


191, 133 


A condensed profit and loss sheet for 1953 and 1954 is as follows: 


Income 
Insurance pre miums paid 


Total 
Excess of income over expenses 


Total 


The increase in expense for 1954 over 1953 is largely 
Trustees continue to serve without compensation. 


ends February 28, 1955. 


The experience refund, if any, 
not be received until June or July of 1955. 


1953 


$190, 508. 7 
129, 861. 
All other expenses (office rent, printing, salaries, etc.) ; 10, 105. 07 


139, 966. ¢ 
AO, 542. 5: 


190, 508. 


ginning March 1, 1955 has not yet been placed. 
All things considered, the trust is in good shape and the plan continues to be 
successful. If you have questions, please ask them. 


Sincerely yours, 


1954 


$269, 130 
155, 357 
18, 675. 65 
174, 032 
95, 097. 60 


269, 130. 42 


Attorney Foley’s fee. 
The third year of insurance 
for the third year will 
Insurance for the fourth year be- 


Harry L. Grusss, Jr., President. 
CHARLES J. BELL, Secretary-Treasurer. 
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Mr. Imur. I think it should be stated in the record that | parti 
ipated in this investigation with Mr. Plant. We are very impressed 
with the working relationship between management and union mem 
bers in this case. They approach each other in complete respect and 
they seem to work at this thing daily, if necessary, to make it work, 
ind I think its suecess and orderliness can be measured directly with 
the cooperation of these men. 

Mr. Beuu. Incidentally, in the last month we have put a dental 
program into our welfare plan, so that the union members —not their 
families as vet-——are able to get their teeth fixed. 

Mr. Ime. What additional contribution do you require / 

Mr. Beni. None. We can’t get any additional contributions until 
1961. We don’t need any additional contributions because we have 
cot a quarter of a million dollars in surplus. 

Mr. Imuix. Any other questions? 

Senator Atiorr. No. 

Senator Dougias. Mr. Grubbs, do you have any comments you 
would liketomake? Youare an employer trustee, I take it ? 


STATEMENT OF HARRY L. GRUBBS, JR., PRESIDENT, THE WASH- 
INGTON MOTOR TRUCK TRANSPORTATION EMPLOYEES HEALTH 
AND WELFARE TRUST, WASHINGTON, D. C. 


Mr. Grusps. Yes. 

Senator Dovcrias. I am told that you are a doctor of philosopliy ; 
is that true? 

Mr. Grupps. Not quite. I am a doctor of law from CGreorgetown, 
and my thesis was in labor law. I am president of Jacobs Transfer 
Co. 

I would like to point out kind of in rebuttal to one thing that I 
think is important, and that is that we have a number of small truck- 
ing company employers who contribute to the plan. I think there are 
roughly 140 contributors in the small plan that runs somewhere 
around, I think, $100,000 a year. That constitutes the reason in my 
opinion that the administration costs are as high as they are, pro- 
portionately. 

I don’t have any other comment, except that we are very proud of 
the plan. We have worked hard on it. As the gentlemen said here 
previously, there was very little written on these plans. We had very 
little information in the beginning. We found a few brokers, a few 
insurance people who would volunteer any information. We have 
had to drag everything out of them that we could get. We hopped a 
plane to Los Angeles because by correspondence we couldn’t get any 
nformation on the renewal of our second year policy. We felt rather 
foolish after we got out there because in 30 minutes everything that 
we felt we were entitled to was conceded, and we played around for 
2 days and came back. 

Senator Doveias. You feel this practice of specifying the benefits 
that you want and then inviting sealed competitive bids is a pretty 
good way of eliminating favoritism in the awarding of the contract? 

Mr. Gruses. That was the first broker’s idea, sir. We didn’t know 
that much about it. It was his suggestion. We went along with it. 

Mr. Bexx. No question about cutting out favoritism because I think 
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3 of the 4 trustees would have voted against the particular company 
which got it, had we known which company it was. 

Senator Doveras. But the company has been, on the whole, one 
with which you have had good experience ? 

Mr. Bett. We have had good experience with it. We never had 
to change companies or anything like that. After they found out 
our plan was working as well as it was, they went overboard to do 
everything that we have asked them to do. 

Senator Dovetas. Mr. Bell, do you have any other comment you 
would like to add? 

Mr. Bei. No; I would rather that you ask any questions you have 
in mind, and I would answer them. I don’t have too much that 1 
would like toadd. I know that we are pretty proud of the plan. We 
fought for the thing for a couple of years before we got it in, and 
there is one thing that I would like to tell you, and th: at is that this 
plan has stabilized employment in the District of Columbia con 
siderably. Men do not at the present time change their jobs for no 
reason at all and go to another company, and it “has stabilized it so 
much that it has cut our initiation fees probably about $2,000 a month. 

Senator Doveras. You don’t regret that? 

Mr. Betx. I don’t like that particular situation, but I do like the 
fact that we have men with years of experience now instead of months 
of experiences as before. 

Senator Dovaias. That is good. 

Mr. Foley, do you have anything to add? 

Mr. Ime. May I say, Senator Douglas, that Mr. Foley has been 
named chairman of a subcommittee on pensions and other deferred 
compensation of the pension trust committee of the American Bar, th: 
section of taxation. 


STATEMENT OF JOHN R. FOLEY, ATTORNEY AT LAW, 
WASHINGTON, D. C. 


Mr. Fotrey. By way of explanation, I would say that is a new com 
mittee that the pension trust committee of the American Bar has set 
up in August of this year to study these health and welfare trusts. 
We are naturally following the work of this committee very closely 
and, speaking more or less from that position, I would like to say that 
I am personally very proud of the operation of this particular trust 
that is before the committee at this time. I have known the labor 
pains, if you want to call it that, that these gentlemen have suffered 
since 1951 in first creating the plan and then, of course, insuring 2 
complete and honest continuous operation of the plan. And I say, 
because I personally know that I am very proud to be associated with 
them, I can personally say that they are very cautious in approving 
any type of expenditure and their relationship with me is that of 2 
contract which is renewable year by year in their discretion. 

They pay me on a flat basis. I have to absorb all of the expense- 
of my own operation. There is no submitting of any particular bill 
or anything along that line, so they know in advance how much it is 
going to cost them to get the best out of me, and they require virtually 
a weekly report from me as to what T am doing for the trust, and we 
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huve sent them these reports, and then every § months | have to sum 
narize my operations. 

Senator Doucgnias. Thank you very muc ‘h. 
Well, gentlemen, 
vour good work. 
Now, there are 1 or 2 final statements that I want to make. We will 
meet again in all probability on Monday afternoon. The staff will 
have a big job, reviewing these seven boxes of records that Mr. Inciso 
brought with him, but Tam sure they cannot do it by tomorrow 
tentatively we will fix Monday — at 
examining Mr. Inciso. We hope i 
ventlemen are excused, 
Then the staff should summon Mr. Israel Freedman to appear here 

ol Monday, when his present doctor’ certificate runs out, and see 
hat he is viven a medical examination by Doctor Calver to examine 
iis condition as of that date, and we have decided to hear him at that 
ime, but these are more or less cleaning-up operation The 
re virtually closed now, 

I do want to say that we have tried to be fair in the hearings and 
e have tried to present a balanced picture. ‘That i: 
view of the limited amount of time which e have at our di po il. 

\We have had 10 sessions, and have examined large numbers of wit- 
esses. We have tried to present good things as well as bad things, 
it have tried to be fair to all parties. 
We had hoped that it would be possible to put on another insurances 

company so that we might learn more al 


bout the good practi 
many insure unce Companies, but the apparent vacancy in our 


developed so late that it was impossible to get on short notice what 
ve wanted, but we did make an effort. Our fs lure to produce one 
hould not be construed to mean that there are no such companie 
lt, merely means that we didn’t have one on tap. as we had the Was! 
nevton teamsters. I want to Say that we shall try in our report to 

fair to everyone. 

Tf anyone has any complaints about the way we have conducted these 
hearings, we would be ve ry glad to hay them, be 


we thank you very much and congratulate you on 


, and so 
: ove loc k iis the time of 
1 be done at that time. You 


higos ’ 
warlines 


not alway easy, 


Co of 


( hedul ; 


ve 
sail ourselves as perfect and critic isms adnan 
I want to express my deep appreciati ( 
They worked with a great diligence and efficiency, with the sensitive 
spelling out of leads, and yet with destre to protect the legitimate 
rights of individuals, and I know that in these last days they have 
iterally worked 20 hours a day and have had very little sleep, work 
ing all night, and I feel that we have had a good staff and in particular 
| want to thank them all but I hope I will not be amiss if I thank our 
‘thief counsel, Mr. Cotter, for the extra skill—Mr. Cotter listen to 
this—I say I want to thank all of the staff, but in particular I want to 


thank Mr. Cotter for the skill which he di 


played in taking charge 
of the investigation and for his willingness to work long hours. 


iis sense of poise, for his kindness to the members of the committee, 
when he sometimes was interrupted by us in his line of questioning 
ind to say generally that I think he did a magnificent job 

Senator Anrorr. And I join in that. 

Mr. Correr. Thank you. 

(Whereupon, at 5:40 p. m. the committee adjourned 
t2p.m., Monday, December 5, 1955.) 


CAuUSe We don’ rt 


ielp us to improve. 
ion to the member ] 


of the fs 


for 


, LO reconvene 
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MONDAY, DECEMBER 5, 1955 


Unitrep STates SENATE, 
CoMMITTEE ON Lapor AND Pusiic WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDs, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 2:35 p. m., in room 
P-63, United States Capitol, Senator Paul H. Douglas (chairman) 
presiding. 

Present: Senators Douglas and Allott. 

Also present: Paul J. Cotter, chief counsel and staff director; Louis 
S. Reed, research director; and Francis X. Plant, chief investigator. 

Senator AnLorr (presiding temporarily). Is Mr. Israel Freedman 
in the room ¢ 

Mr. FreepMAN. Here. 

Senator Atiorr. Would you step forward, please? 

Will the record show that Mr. Israel Freedman is here? Do you 
wish to enter an appearance, sir? 

Mr. Suartro. Yes, sir. Ralph Shapiro, 9 East 40th Street, New 
York 16. 

Senator Atuort. Mr. Freedman, you were subpenaed to appear be- 
fore this committee last week and you sent to the committee, I believe, 
a statement by a doctor as to your health. 

Mr. FreepMAn. I did. 

Senator. ALLoTr. This committee has received that statement and 
asked you to appear-here today for submission to a medical examina- 
tion by the Senate physician as to the condition of your health at this 
time. 

Mr. FreepMAN. I am here to appear. 

Senator Atiorr. Will you submit to such an examination by the 
Senate physician / 

Mr. Suarpiro. May I suggest, sir, that Mr. Freedman is here ready 
to appear; if the committee wants to examine him, well and good, but 
he is here ready to testify. 

Senator Attorr. We are talking about a physical examination. In 
view of the certificate which was sent to us, we are unwilling to 
proceed, or loath to proceed, until he has been examined by our Senate 
physician so that we know whether he is able to proceed and whether 
he is healthy enough to do so. 

Mr. Freepman. I can proceed, sir. If the committee wants to have 
a physical examination of me, I will be more than glad to submit to 
such examination. 

Senator Atiorr. You say you will? 

Mr. FreepMan. Yes, I will. 
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Senator Atxorr. Then the committee will make arrangements to 
have Mr. Freedman examined by the Senate physician so that we 
may be sure his health won't be impaired by this examination. Then 
that will be all for this moment, Mr. Freedman. We hope to be 
able to hear you later this afternoon. 

Mr, FreepmMan. | would appreciate that, Senator. 

Mr. Suarimo. May | suggest, so that there will be no misunder 
standing, that Mr. Freedman’s opinion of his health is such that he 
feels he is prepared to submit to the examination by the committee 
at this moment, but if the committee wishes the physician to examine 
him, he has no objection to that. 

Senator AnLorr. In view of the statement made to the committee by 
him, we feel that that is necessary. 

Mr. Surarmo. All right. 

Senator Atiorr. Mr. Suss of the staff will take you over to the physi- 
cian. He is on the telephone at the moment and will be availa. 

Senator Atnorr. The next case, then, is the UA W-AFL Local 286. 
Mr. Cotter, will you proceed ¢ 

Mr. Correr. Would Mr. Inciso and his attorney come forward ? 
Mr. Samuel Edes, ro are appearing as counsel for Mr. Inciso? 

Mr. Epes. Yes, [ am, sir. 

Mr. Correr. You appeared here last Friday with your client in an 
effort to purge the contempt that was recommended by the subeom 
mittee last week # 

Mr. Mor Ss. We did. 

Mr. Correr. And you and your client have been cooperating with 
the staff over the weekend ? 

Mr. Kprs. I believe that we have. 

Mr. Covrer. The record will show that Mr. Inciso is here with yon. 

Will it be fitting, Mr. Chairman, if Mr. Plant now takes the 
stand and deseribes what we were able to develop from the records 
which Mr. Inciso has produced ? 

Senator Atsorr. I think that would be appropriate. Then if 
Mr. Edes or Mr. Inciso have any comments they will be given an oppor- 
tunity to make them. 

Mr. Plant, will you take the stand. You can sit right there, gentle- 
men, or just sit to one side so you_can hear well. We will defer 
swearing Mr. Inciso until Senator Douglas is here and until after 
Mr. Plant is finished. 

Mr. Plant, you have already been sworn in connection with other 
testimony you have given. 

Mr. Puiant. Yes, sir. 

Mr. Correr. Would you again state your position with the staff 
for the record ? 

Mr. Puianr. I am chief investigator for the Senate Subcommittee 
on Welfare and Pension Funds. 

Mr. Correr. Did you with other members of the staff examine some 


of the records submitted by Mr. Inciso, purporting to cover records of 
UAW-AFL Amalgamated Local 286? 


Mr. Puan. I did, Mr. Cotter. 
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TESTIMONY OF FRANCIS X. PLANT, CHIEF INVESTIGATOR, SUB- 
COMMITTEE ON WELFARE AND PENSION FUNDS 


Mr. Correr. Would you briefly describe the nature of the record 
presented and what you could develop from them, or what you 
-ouldn’t develop from them ? 

Mr. Puan. With your permission, I would just like to refer to the 
ubpena duces tecum which was drawn. I would first like to take 
up the most simple item on the subpena, which is the last, No. 5, and 
refers to copies of all audit reports prepared as the result of an exami 
uation made of the books and records of local 286 during the period 
\ugust 1, 1951, to date. 

I‘rom the records made available by Mr. Inciso, we determined that 
there were no audits made of the books and records of Amalgamated 
Local 286 by any certified public accountant. ‘The only reports which 
they had had been prepared by Mr. Doria in California, and it wa 
these reports which were used to answer the requirements of the 
Department of Labor with reference to unions. 

The next item refers to copies of minutes of all meetings of Amal 
vamated Local 286 and copies of the minutes of any executive com 
mittee of that local held during the period January 1, 1951, to date. 
With respect to that item we found that Amalgamated Local 286 
does not liave any general membership meetings. ‘They do have meet 
ngs in each of the plants which are organized. Generally speaking, 
those meetings are held twice a year. The union officials, Mr. Inciso, 
Mr. DeVito, and sometimes others appear at these meetings. Ilow 
ever, they have no general meeting of the whole body. They do have 
what is known as a joint board meeting, that is, when the steward 
from the various plants do come to the national headquartes 
they have a meeting. 

The minutes made available to us with respect to the joint board 
meetings, that is, the meetings where these stewards come from the 
various plants, were very incomplete. We had one copy of the min 
ites of one meeting, and we reviewed the minutes of the meetings 
held in the various plants. We found with respect to the insurance 
being purchased by the union that none of these minutes reflected any 
information relative to the dollar which we had determined was being 
withheld by the union from the amount submitted by the employers 
before it was sent on to the insurance company. 

Now, with respect to the books and records of Amalgamated Local 
286, I might first state that there are really no formal books and 
records. There are no monthly, weekly, or yearly operating state 
ments kept at local 286. Once a year, Mr. Doria, in Los Angeles, 
prepares spread sheets. On one spread sheet he shows all of the 
ncome and on a separate spread sheet he shows all the disbursements. 

Mr. Correr. This was according to Mr. Doria’s testimony the other 
day? 

Mr. Puantr. That is right. 

Mr. Correr. May I interrupt, Mr. Chairman, to inquire at this 
time if Mr. Doria is here? Yes, I see him. His subpena was con 
tinned until this afternoon. Tle is sitting in the back of the room at 
the present time. Proceed, Mr. Plant. 

pt.3 3 


anal 
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Mr. Puant. Mr. Doria makes these spread sheets and he breaks 
down the items on which he has received vouchers from Amalgamated 
Local 286 and he determines how they should be classified—that is, 
whether they are organizing expense, whether they are entertainment, 
whether they are trav el, or various and sundry other expenditures. 
That is the only real breakdown that Amalgamated Local 286 has 
and, as far as we could determine, they do not have that until the end 
of the year when Mr. Doria prepares it. 

The whole system of bookkeeping that they use is predicated on 
vouchers—receipt vouchers and disbursement vouchers. When 
money comes in there is a voucher issued to show its receipt. When 
money goes out there is a voucher issued to show its disbursement. 
They have several sets of vouchers. They have a set which pertains 
to the regular account of the union. They have another set which 
pertains to the special account, operated by Mr. Inciso. Under this 
voucher system there should be a voucher for every bit of money 
coming into the union and every bit of money going out, either on the 
regular account, or the special account, but we found a number of 
instances where there are no supporting vouchers. 

Now from some time in 1953 there were four bank accounts, a fact 
which we did not realize until yesterday. The main account is in 
the name of Amalgamated Local 286. You will recall that we received 
testimony from Mrs. Hall,’ the bookkeeper, that all of the money 
coming in went into that one account. There is a second account in 
the name of Angelo Inciso, special account. We have now determined 
that there is an account in Milwaukee, or at least there was. That 
account is also in the name of Amalgamated Local 286. 

Mr. Corrrer. Who allegedly has sole control of that account? 

Mr. Piant. It is our understanding that Anthony Doria has contro! 
of that account. 

Mr. Correr. Is there a fourth account ? 

Mr. Puant. Yes, there is. There is a fourth account, also appar 
ently in the name of Amalgamated 286, located in Beverly Hills. 
Calif. It is our understanding that Mr. Doria has sole control of that 
account also. We do not have any canceled checks from either of the 
last two accounts. We do have a bank ledger pertaining to the year 
1954 and pertaining to the Milwaukee Am: algamated Local 286 ac 
count. 

I might comment on behalf of the staff and myself that in order to 
bring any order out of the chaos in which these records are, I think it 
would t: ake about 4 accountants 3 or 4 weeks. 

Mr. Correr. And you would have to have the other bank records 
in order to make any reconstruction ? 

Mr. Pranr. That is true, Mr. Cotter 

I might point out here that we have received information—or dur 
ing the interviews we have had with Mr. Inciso, he has continuously 
referred to the fact that these insurance premiums that he receives 
from the employers are dues. However, all of the records that we 
have available here indicate that dues are entered separately and in 
surance premium was entered separately: My point is that the book- 
and records we do have available do not go along with the theory that 
he hi as 3 expressed to us. 


1See pp. 995-1003, supra. 
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Mr. Correr. I wish you would go back and advise us as to the ex 
planation we received ‘for the opening of the Milwaukee account in 
early 1953. 

Mr. Puant. All right. We questioned Mr. Inciso relative to the 
reasons for opening the account in Milwaukee. Ie explained to us 
that, beginning in 1952, he was fearful of the fact that he might be 
held up by, in his words, “lawless elements,” and forced to sign a 
check on the regular account of Amalgamated Local 286. Therefore, 
to forestall something like that hs appe ning, they opened up an account 
in Milwaukee and the major part of the balance in the general account 
of local 286 in Chicago was transferred to Milw aukee, where Mr. 
Doria controlled it. Thereby Mr. Inciso said that, if anything did 
happen to him, they couldn't force him to draw a check for money 

Mr. Correr. Do you know what the amount of the transfer was to 
this Milwaukee account under the alleged control of Mr. Doria ? 

Mr. Puant. It is my recollection, Mr. Cotter, that it was 550,000. 

Mr. Correr. But they still maintained the local general account and 
the Angelo Inciso special account in Chicago ‘ 

Mr. Puant. That is correct, sir. With your permission, just to 
show you the difficulty in examining those books and records, and 
the rather devious ways in which entries were made of money received 
and taken out of the accounts, I would like to refer to one example. 

In March of 1954 one of the firms contributing dues payments and 
insurance payments on behalf of its employees sent in a check for 
$1,695.87. Now, they took that money—first, ] might say that that 
money was composed of two items: $447 covering dues and $1,246.37 
covering insurance contributions. That money eventually went into 
the regular account of Amalgamated Local 286. 

May I have a minute, ple ase ? 

Mr. Correr. Yes. 

Mr. Puant. The voucher (No. 6019) which was executed upon the 
ee of that money, however, showed that it consisted of dues for 

144 individuals at $4: 32, and initiation fee for 1 person of $15, making 
it $447, of which I have spoken. It also reflected receipt of insurance 
for 142 individuals at-$5.15, and dependent coverage for a number of 
people at $3.89, making it a total of $842.38, or a total of $1,073.62, 
which went to make up a total of $1,520.62. 

Now, as the Sheldon Co. had originally transmitted to the local : 
sum of $1,693.37, there was a discrepancy bet ween that figure and tes 
“1,520.62 for which a receipt was issued. There was a dise repancy of 
$172.75. This discrepancy, y, When we examined it further, consisted of 
an overpayment of $30.7 75, and additional insurance of $142. You 
recall I pointed out before that insurance was paid on 142 individuals, 
so In the case of the Sheldon Co. in March of 1954 the union was 
collecting $6.1 ) per man employed, yet they were even back in those 
di ays only paying $5. 15 per man to the insurance company. 

On the same d: ay, March 12, 1954, the $1,520.62 which we found in 


the regular account was transferred to Mr. 
hh, 


lneciso’s special account 
va check drawn on the Chicago regular account, and from Mr. 


In 1clso’s special account it was transferred to the Milwaukee account 
'V special account check No. 336. 


Mr. Corrrr. In other words, a check was written on the general loca] 
account transmitting the one thousand five hundred and twenty-odd 
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dollars to Mr. Inciso’s special account and he in turn wrote a check on 
his special account transmitting it to the Milwaukee account? 

Mr. Puanr. That is correct, Mr. Cotter. 

Mr. Correr. There is one step that I didn’t hear you mention. 
Maybe you did. It appears from the ledger that the receipt of the 
aggregate amount of $1,693.37 appeared on a receipt voucher of Mr. 
Inciso’s special account, although the $1,693.37 never was deposited 
in that account. 

Mr. Piant. That is true, Mr. Cotter, but in my examination of the 
receipt, and examination of the records that we have of the general 
account, $1,520.62 of the $1,693.37, consisting of the items I have pre- 
viously mentioned, went into the general account. 'Then—— 

Mr. Correr. Although the ledger indicated that $1,693.37 went into 
the special account ? 

Mr. Pian. That is right. The voucher, I presume, is wrong be- 
cause we know that at least $1,520.62 went into the general account. 

Mr. Correr. And the voucher that reflected its receipt into the gen- 
eral account didn’t take cognizance of the one hundred seventy-two- 
odd dollars of additional insurance and the overpayment, but it was 
nevertheless de posited i in this general account ? 

Mr. Pian. That is right. We also located a voucher going out of 
the general, account for $1,520. 62. The $1,520.62 goes from the gen 
eral account to Mr. Inciso’s special account, from Mr. Inciso’s special 
account to the account in Milwaukee where Mr. Doria has it. Then 
at the end of the month, when the time came to pay the insurance 
premium—we don’t have the information as to the insurance pay- 
ment at the end of the month at that time. 

But in summary, if you will bear with my repeating, what they 
have done is that as the money has come in from the employer, they 
put it in the general account. They took a lesser amount out of the 
general account and sent it to Mr. Inciso’s special account. Mr. Inciso, 
when he got the money, turned around and sent it to Mr. Doria in 
Milwaukee. The total of $142 taken out of the insurance premium 
remained in the general account, and was then disbursed along with 
other general union funds. 

Mr. Correr. There was another payment which came in practically 
on the same day from the Dixie Cup Co. Would you describe briefly 
how that was handled ? 

Mr. Piant. From my review of the records, we found that also on 
March 12, 1954, the union received the sum of $3,226.52, representing 
the March payment from the Dixie Cup Co. This sum was comprised 
of the following: Dues for 336 individuals in the amount of $1,008, 
initiation fees for 3 individuals for a total of $45, making a total with 
respect to dues and initiation fees of $ $1,053. Also included in the 
$3,226.52 transmitted were insurance payments for 341 persons at 
$5.15, or a total of $1,756.15, and insurance payments for 133 depend- 
ents at $3.89, for a total of $517.37, making a total of insurance for 
employees and dependents of $2,273.52. From that, Dixie Cup took 
an OV erpayment, a previous overpayment apparently of $100—inci- 
dentally, that applied to insurance—which thus brought the insurance 
payment to $2,173. we, which, with the payments for dues and initiation 
fees, totaled $3,226.5 

Now, apparently a money was deposited in the regular account. 
At least we have vouchers which show that it was deposited there. 
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Yet, we have what purports to be an income ledger sheet for the 
regular account, for that particular period, and the item isn’t reflected 
on there, but predicated upon the voucher, it is our opinion that the 
money went into the regular account. 

At the end of the month the premium for the Dixie Cup Co, and 
the premium for the Sheldon Co., which I have previously mentioned, 
were included with a number of other companies and paid by a check 
drawn on the Chicago general account in the amount of $2,591.81, 
and another check which we were not able definitely to trace from 
the records available to the Chicago general account or to the Mil 
waukee account. As far as we were concerned, the check is an un 
identified check in the amount of $10,990.48, making the total pre 
mium for March $13,382.29. 

Mr. Correr. Did the check number on the $10,000 check give any 
indication that it belonged to the Milwaukee series as alleged ? 

Mr. Puantr. The indications were that it came from the Milwaukee 
account, Just from the numbers involved, 

Senator Dovucias. You mean the numbers of the checks ? 

Mr. Puanr. That is correct. 

Mr. Correr. How long did it take to trace through those two pay- 
ments with the records available here, and Mr. Inciso’s and Mr. Ede 
cooperation 4 

Mr. Puant. It took the greater part of Sunday evening. 

Mr. Corrrer. There were some dividend payments mi ade by Conti 
nental Assurance during the 3- year period that the group 1 insurance 
of local 286 was with Continental Assurance. I think these iieiaande 
aggregate around $30,000 and they were paid by 3 checks—1 for 
thirteen-thousand-odd, 1 for nine-thousand-odd, and 1 for six-thou 
sand-odd dollars. Would you take them chronologically and deseribe 
the results of our efforts to trace them ? 

Mr. Pranr. I will, sir. The first dividend check involved was 
dated October 6, 1952. 1 might point out that these dividends went 
to the policyholder, Amalgamated Local 286, from the Continental 
\ssurance Company of Chicago, Ill The first check was in the 
amount of $13,363.63. We found that this particular check was de 
posited in the regular account of Amalgamated Local 286 on October 
6, 1952. We checked the ledger sheets immediately following that 
deposit. There was no indication from an examination that this divi- 
dend deposit was treated differently from any other union income, 
though it originated from the insurance company. 

In January 1953 a check for $50,000 was drawn on the local’s account 
to the order of the UAW-AFL, local 286, Milwaukee account, which 
was the account I previously mentioned, and which account it is our 
understanding is under the control of Mr. Doria. The balance in 
the Chicago general account subsequent to these payments and other 
miscellaneous disbursements aggregated $4,371.28, which would ap 
pear to indicate that all of the dividend money went into the Doria 
account. As TI previously said, we don’t have any of the checks drawn 
on the Milwaukee account of this particular local. 

Senator Doueras. Let’s see if I understand you. A check for 
+15,363, which was a dividend on the policy from the Continental 
Assurance Co., was deposited in the general account of local 286. 
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Mr. Piant. That is correct, Senator. 

Senator Doveias. Subsequent to this a check for $50,000 was drawn 
on this general account to the Milwaukee account which Mr. Doria 
controlled ? 

Mr. Puan. That, is correct, sir. 

Senator Doverias. After the $50,000 had been withdrawn, the bal- 
ance left in the general account of 286 in Chicago was only $4,371? 

Mr. Piant. That is correct, sir. 

Senator Dovenas. So that something over $9,000 of the insurance 
dividend payment must have been checked out from the Chicago 
account of 286 to the Milwaukee account of 286? 

Mr. Piant. That is correct, Senator. 

Mr. Corrrer. Now describe the next one. 

Mr. Piantr. The second dividend check was paid September 1953, 
and amounted to $9,091.86. This dividend check, like the previous 
one, was deposited in local 286’s regular account on September 28, 
1953. From our examination of the records between that time and 
March 1954—by “that time” I mean the date of deposit—there was 
no evidence of any special treatment of this amount of money from 
an eXamination of the general account, its bank statements, or the 
vouchers of the union. However, during this period, there were a 
number of round-figure transfers—-several for $5,000—from the gen- 
eral account to Mr. Inciso’s special account. 

On March 24, 1954, Mr. Inciso paid to the order of local 286, and 
to its Chicago account, $9,091.86, which I should like to point out is 
the exact amount of the dividend. What significance that has, we 
don’t know. All we know is that the dividend went into the general 
account and that some time later a check in exactly the same amount 
to the penny was returned by Mr. Inciso from his special account to 
the Chicago regular account. 

Mr. Correr. Then its identity was lost? 

Mr. Prant. That is right. 

Senator Arxorr. There is no transfer out of the account that could 
be identified as part of these funds? 

Mr. Puant. No, sir. The third dividend check was paid to the 
union 

Senator Dovetas. Before we leave that, may I go into the question 
of what has—not what has been proved by this accounting, but the 
possibilities. Do I understand your statement indicates that there 
was at least a possibility that this dividend check of $9,091 may have 
been transferred to Mr. Inciso’s special account, but then paid back 
from that special account to the regular account some 6 months later, 
in March of 1954? 

Mr. Puant. That is correct, Senator. In other words, we don’t 
know how it got over there. We are not saying it is the same money 
coming back. We are just pointing out the coincidence in this amount 
right down to the last penny when the check did come back. 

The third check was issued by Continental Assurance under date of 
October 26, 1954, and was in the amount of $6,991.08. This check was 
also deposited in the local’s regular account, the date being November 
9, 1954. I might point out that the receipt of this particular check is 





WELFARE AND PENSION PLANS INVESTIGATION L505 


recorded in the operating statement made up by Mr. Doria, of which 
we have a copy, and of which a copy is sent to the Department of Labor. 

With further respect to that operating statement, | might point out 
that it covers the period January 1 to December 31, 1954. It reflects 
that the payments received by the union for the insurance program 
amounted to $204,151.28. With certain refunds, the income was 
brought down to $203,842.94. Now, out of that money which the 
union got from the employers for this insurance, they paid a premium 
of $170,206.85, and with certain premium refunds this sum was re 
duced to $169,957.28. So out of the money 

Senator Doveas. 169 or 159% 

Mr. Puantr. 169, Senator. Accordingly, there was a difference 
between what the union got for insurance and what they paid to the 
insurance company Of $33,885.66, 

Mr. Correr. This is according to the local’s own statement, or the 
statement which it is understood Mr. Doria filed with the Department 
of Labor? 

Mr. Puiant. That is correct. Now, added to that $33,885.66, which 
the union kept out of the money it had received, there was, of course, 
the insurance dividend, which I just mentioned, of $6,991.08, which 
was deposited in the union’s account on November 9, 1954. So, 
through the medium of insurance it can be stated that the union got 
a little over $40,000, that is, from the dividend and from the money 
which was left over from the employers. 

During the same period, January 1 to December 31, 1954, accord- 
ing to the operating statement as prepared by Mr. Doria, the union 
had an operating cash deficit that year of $9,769.06. Their total 
income, which I might point out included the money from the insur- 
ance—the $40,000 which was previously mentioned—was $191,401.91. 
Yet, their operating expenses were $201,170.97, leaving them an oper- 
ating cash deficit of $9,769.06, so they not only used all of the money 
they got from the insurance and other income, but they went $9,000 
and some-odd in the hole that year. 

Mr. Correr. I think you testified the other day generally with 
respect to the information you had received at the American Conti- 
nental Insurance Co. 

[ wonder if this might be a good time to break off, Mr. Chairman, 
and, before we get into the specific expenditures, to permit Mr. Inciso 
an opportunity to explain his version of the financial operations of 
local 286? 

Senator Dovexas. I think that would be only proper. 

Mr. Inciso, would you sit down and make yourself comfortable? 
Would someone bring Mr. Inciso a glass of water, please? 

Mr. Inciso, would you give your name and address for the record ? 

Mr. Inciso. Angelo Inciso, 3909 West North Avenue, Chicago, III. 

Senator Dovexas. Mr. Inciso, it is our custom to have all witnesses 
sworn. Would you raise your right hand? You can sit down. 

Do you solemnly swear, or affirm, that the testimony which you are 
about to give is the truth, the whole truth, and nothing but the truth, 
~o help you God ? 

Mr. Inctso. I do. 
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TESTIMONY OF ANGELO INCISO, PRESIDENT, UAW-AFL 
AMALGAMATED LOCAL 286, CHICAGO, ILL. 


Senator Doveras. Mr. Cotter. 

Mr. Correr. First, Mr. Inciso, you have heard some testimony 
today. Do you have any comment or correction to make with respect 
to it? 

Mr. Epes. I might indicate—— 

Senator Dovaeias. This is Mr. Edes? 

Mr. Epes. Yes. I might indicate for the benefit of the committee 
that Mr. Inciso doesn’t have any prepared statement and I don’t know 
how fluent he might be. I would beg the indulgence of the committee, 
if it would permit me perhaps to make this thing in context. While | 
am not personally familiar with what occurred other than through 
working with the members of the staff, I do have firsthand knowledge 
of some of the things that were brought out by Mr. Plant’s testimony 
by virtue of having worked with the staff. 

Senator Doueias. We would prefer to have Mr. Inciso testify first, 
and then such later statements as you wish to make, provided they are 
reasonable in length, could be made and inserted in the record, but 
first I think it is proper to have Mr. Inciso testify. 

Mr. Epes. Very well. 

Mr. Correr. Did you want to make any particular comment with re- 
spect to Mr. Plant’s testimony, Mr. Inciso? 

Mr. Inctso. Yes, I would. All the money that comes into the local 
union comes in by check. We have negotiated these things as we 
went along, as the contracts would expire. All managements were 
negotiated and told—— 

Mr. Correr. Were what, sir? 

Mr. Inciso. 'Told—I explained it to them—that we are negotiating 
a raise in dues, I mean in wages, and that there was no ti alk of them 
having anything to do with any insurance. As far as we are concerned, 
it isdues as such. How they broke it down is their business. 

I have seen it broken down in various different ways. I have asked 
these managements how come and they have various different explana- 
tions for it, but as far as I am concerned, IT negotiated all of these 
agreements. They were negotiated in wages as ae I heard various 
arguments, such as some management would say, “Well, what is the 
difference? I agree to give it to you Z the wages, Line if I have to pay 
in wages I have to pay overtime. I don’t want to pay overtime on 
it.” 

I told them that is their busines, but as far as I am concerned it is 
dues as such and we would tell the membership that our dues were 
being raised to $9.15. 

Mr. Correr. From how much? 

Mr. Inciso. From $3. As the money would come into the office, 
I was told by Mr. Doria, “You make out a voucher for ev erything 
that is received and you mark it down what it is for. We shall——” 

Mr. Correr. You say you were told to— 

Mr. Inctso. Yes, sir. 

Mr. Correr. By whom, sir? 

Mr. Inctso. By Mr. Doria when he was treasurer—that we shall 
break it down in these vouchers for everything that comes in and show- 
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ing what it is for. And also for all money that goes out, a voucher 
shall be made in triplicate sheets, and at the end of the month, send 
them to him, which we would do. 

Now, also I want to make a correction. The gentleman who spoke 
before me stated we have two meetings a year. Wedon’t. We have 
three meetings a year for every shop, which is something that the 
membership themselves voted. ‘If they want to cancel a meeting out, 
their committeemen must notify me, or one of the organizers, and the 
meeting could be called off. 

Mr. Correr. I think he may have misunderstood you. I don’t 
think he defined the number of meetings they had at the plant level. 
Did he? 

Mr. Inetso. Yes; he did. Each individual shop has three meet 
ings, a regular meetings a year. They could call them off if they 
saw fit, r they could have more meetings if they saw fit. All they 
would te ave to do is to notify me or one of the organizers as such, 

We also have once a year a joint board meeting. ‘They use various 
terms—joint board meeting or executive meeting, but it is a joint 
board meeting which is all committeemen and stewards of every shop. 
We call these people in and tell them, “Here is what we have done so 
far. Here is the shops that we have organized. Here is how much 
money we have taken in. Flere is what we are going to do with our 
money. 

We have told these people that the insurance that we are paying 
for, though we are getting $6.15, go to $9.15, we are sending the 
insurance company $5.15. The reason I do not send them the other 
dollar is because 1f I send them the other dollar, they would take 
14 percent of it. I could be wrong, it could be 12 or 14. I saw no 
reason why I should give this insurance company that extra money, 
1s we were not getting extra benefits for it. One time they told 
me, the Continental Assurance Co., that our premium was too close, 
and it could be dangerous, so we had explained that to various shops, 
as I would get around to them. 

We at that time, every shop would agree that we should raise our 
ues, the next time we get an increase in pay, which I did. I also 
<a ined to the people what we do with the money, since the build- 

ng that we have at one time had a mortgage on it. We paid it off. 
This j is not all insurance money. As far as we are concerned, it is 
part dues. Wedo break it down to show what it is for. 

Mr. Correr. Did you understand Mr. Plant to state when he was 
on the stand that a review we made over the weekend of the minutes 
you supplied us here gave no indication that there had been a dis- 
cussion of this $6.15-$5.15—this difference of $l1—with the mem- 
bership ? 

Mr. Inctso. Yes. 

Mr. Correr. Is he incorrect ? 

Mr. Inctso. He is correct, but I am amazed because we do have 
minutes and I myself am in charge of it. There is nothing to hide 
as far as minutes are concerned. I am just amazed that they are not 
here. As I told you, whatever you want, call the boy in Chicago 
from here and tell him to put them on the plane and send them to me. 

Mr. Correr. You mean you have minutes that we haven’t seen ? 

Mr. Inctso. It could be. They must be back in the office somewhere. 
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Mr. Correr. Is there an agreement that we only had part of th 
minutes ¢ 

Mr. Inctso. Yes. I told you that. I am surprised they are not here 
I looked through the files for them. 

Mr. Corrrer. Will you supply them ? 

Mr. Inctso. As soon as I get home. The people there don’t seen 
to be able to find them. I know there are minutes. There are board 
minutes way back when we had board meetings in Cicero, whic! 
would go back 5 or 10 years. I know there are these minutes. I had 
them. There would be no sense in getting rid of them. 

Mr. Epes. May I indicate for the record at this point that in the 
course of examining the records that we brought with us from Chicago 
we found some specific items which the staff members desired, and 
that I, at your request, Mr. Cotter, called Chicago and spoke to the 
person in charge of the office in Mr. Inciso’s absence, and asked him 
not only to supply those specific items but everything else which 
might appear to be pertinent, dating from the year 1951, the date it 
actually was done. 

Mr. Correr. That is correct. I didn’t understand there were any 
minutes missing. I thought they were accounted for. 

Mr. Inctso. I told the gentleman who spoke here before me when 
I had the minutes at that table here 

Mr. Correr. That is Mr. Plant. 

Mr. Inciso. I don’t remember his name. I told him I think the 
minutes are missing. I will try to find them. They should be here. 

Mr. Piant. All I testified was that they are not there. 

Mr. Inciso. That is right. I told him I would try to find them. 
I said, “I am almost sure they are back in the office.” We called to try 
to find them, but they didn’t send them down. I know we have the 
minutes. 

We also explained to the people at these meetings what we were 
going to do with this money. We are building a building on the South 
Side. We bought 10 lots for $22,000. We have a building on one side 
of the lots and the lots across the street, 3, we sold them for $10,000, 
maybe a little more or less, I don’t remember the figure, but it does 
show money coming in. We also have built this building and it will! 
be completed for Christmas. This building is being built on the South 
Side. The land was $22,000, which we got back. The building itself 
was bidded out for $134,000. As the building was completed there 
were more things we wanted to change. So the building itself is 
$135,000. The reason that this building is being built is, (1) we don’t 
want too much money in the treasury, and (2) the people that work 
in the South Side shops should not have to travel all the way to North: 
Avenue and Crawford for a meeting. 

Mr. Corrrr. Is it your point that some of the excess insurance mone 
is going into this building ? 

Mr. Inctso. It could have been. We have deposits of over $50,000. 
We could say it is left in the check, too, but I assume we are going to 
use it for that purpose, because we do not believe that it is insurance 
as such. It is dues and I think that the members have a right to do 
whatever they want with their money, as it is a lot closer for them to 
come to a meeting on the South Side, where most of the shops are. 
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Mr. Correr. It is your position that any money that comes in—for 
instance, even though the company sending in the contributions states 
on those billings that it is for insurance and so much is for dues—it is 
your version that anything that actually isn’t used for premiums and 
forwarded on to the insurance company is dues and treated as general 
funds of the local ¢ 

Mr. Inctso. That is correct. 

Mr. Correr. How would you treat the dividends that come back ¢ 

Mr. INnctso. They are also part of our money. They do come back 
to our local union which the Continental Assurance Co. gave us also. 

Mr. Correr. Well, I think it is rather important then that we have 
the minutes of your meetings which might show that that was ex 
plained to the membership. 

Mr. Inctso. As soon as I get back I will look. It don’t do me no 
good to call. I called twice. I called again this morning, and they 
claim they don’t know where they are. I know there are minutes 
because they have been made up. 

Mr. Correr. Mr. Plant points out that we have reviewed a sizable 
number of these shop minutes. 

Mr. Inctso. There would be eight of them to be exact. 

Mr. Correr. And they appear to be all there, and nothing appears 
in the minutes of those meetings, at which you frequently appeared, 
with respect to a discussion of the theory that you now propound. 

Mr. Inciso. I do not appear at all meetings as I do not make them 
all; as many as I have made—and I am willing to bring membership 
in here, anyone that you want that will tell you that I have told the 
people. 

Mr. Correr. Are you suggesting that you did go out to those plant 
meetings, and that you did discuss with them these insurance fees and 
the fact that you were keeping track of the money that was being sent 
in for insurance ¢ 

Mr. Inciso. Absolutely. We show it on some of the minutes. I did 
show it to the gentleman here. 

Mr. Correr. Let’s tie that right down. Would you show it to us 
again ¢ : 

Mr. Inctso. Certainly. I showed it to him. 

Mr. Reep. What is it he showed me ¢ 

Mr. Inctso. Where it is stated in the minutes, 

Senator Dovatas. This is Mr. Louis 5S. Reed. 

Mr. Inciso. I showed it tohim. He asked me if there are any min 
utes of any kind where you talked to the people about the insurance 
and that you are going to raise them, and 1 found some minutes and | 
showed them to him. 

Mr. Reep. I don’t remember any particular minutes which show 
that. 

Mr. Inciso. Sure, there is. 

Mr. Reep. Maybe he did show me somewhere in the minutes that 
the insurance was going to be raised from $5.15 to $6.15. 

Mr. Correr. There was nothing there about the union’s keeping the 
difference, was there? 

Mr. Inciso. No. In that particular minutes there is nothing that 
says the local will keep $1 and $5.15 will go on. 
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Senator Atiorr. There isn’t anything in any of your minutes to 
show that, is there ? 

Mr. Inctso. Yes; there is. 

Senator Attorr. Where? 

Mr. Inciso. I was going through them and show them. 

Senator AtLorr. Where are the sy ¢ 

Mr. Inctso. The minutes are in the back of the room. 

Mr. Correr. I thought we covered that with you, Mr. Inciso. We 
will give you an opportunity to do that. 

Mr. Inctso. Ge tting back to what I wanted to say, if I could go on 
a little more here—— 

Mr. Correr. Yes. 

Mr. Inciso. We would accept $9.15 as dues; how the management 
made up a sheet, that was their business. I am not going to argue 
with them how they done it. 

Mr. Correr. Just a minute on that. You raised the dues from $3 to 
$9.15, and then they sent in some dependents’ insurance, did they not 

Mr. Incrso. That is right. 

Mr. Correr. They must have had some knowledge that this was for 
insurance / 

Mr. Inctso. The dependents’ insurance ? 

Mr. Correr. No; the difference between your $3 and your $9.15. 

Mr. Inciso. No,sir. 

Mr. Correr. Wasn’t there any discussion with the various manage- 
ments that this money was going for insurance ¢ 

Mr. Inctso. None whatsoever. 

Mr. Correr. Why was it then that consistently, month after month 
after month, practically all of these companies, when they sent you 
this gross amount of $9,700 or $3,300, listed it as insurance—so many 
employees at $5.15, $6.15, or whatever the agreement was—and they 
then listed dues for so many heads, aggregating so much, initiation 
fees, all separate, and in some of the instances we have mentioned 
they sent it in two checks to make it distinct? How could they have 
so uniformly got the impression that it was insurance, and insurance 
in a specific amount, if you had just talked dues with them # 

Mr. Inciso. I had never talked dues with the management. It is 
none of his business what our dues are. Now you had one management 
here to testify that he himself sent me a check with the insurance 
company *sname on it. I took it back to him and told him, “It is not 
insurance; itis dues.” After a lengthy discussion he finally agreed. 

Senator Atiorr. Mr. Inciso, your letter returning that check to him 
does not say that it is dues. That letter is of rec ord here. 

Mr. Inctso. What does the letter state? If I could see that, I 
could tell you. 

Senator Atiorr. If you had been here last week, Mr. Inciso, when 
this whole committee was assembled and waiting for you, you would 
have heard the testimony. It is available to you. 

Mr. Inciso. Senator, I am sure if you w i. let me explain that you 
will have a different view of the situation. I did not refuse to come 
in here as such, but quite a few years ago I was shot at, and the 
newspapers have never given me a break in my life. They are for- 
ever slandering me, and don’t give me a chance. They were even 
the cause of my boy having to be taken out of one school and sent to 
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another one, which I don’t tink was fair. They have never given 
me achanee at anything. In fact, before I had the subpena there was 
an article in the paper that I was coming down here. 1 was not coming 
down here on my own, because I know, I feel myself that something 
is going to happen to me. I have no doubt about it. T know the way 
the situation is. 

Now, I tried to tell Mr. Oddo and Mr. Peters, I said, “Would you 
tell them when you get down there that if they would assure me that 
somebody would be ‘with me so I wouldn’t be hurt, I would be more 
than glad to come in.” 

Senator Attorr. What have you done that you are in danger of 
being hurt, that you have to be guarded by two big, burly bodyguards 
all the time, day and night ? 

Mr. Inciso. T wouldn’t use the word ‘burly bodyguards” myself. 
I think they are two policemen and the police cle partment happens 
to have big people. That is not my fault. They don’t hire little 
people. I myself was shot at because I wouldn’t let people take over 
my treasury. 

Senator AtLorr. Or it might be the reverse. 

Mr. Incrso. I doubt it. So far, we haven’t proved I have done 
anything wrong. I may not have kept as good records as could be 
kept, but I haven’t done anything wrong. Maybe because | am a 
Republican I am being criticized for that, but IL have done nothing 
wrong. Iam willing to prove I have done nothing wrong. 

Senator AnLotrr. Nevertheless, the facts are that you were sub 
penaed for last Monday morning. 

Mr. Inciso. Certainly. 

Senator Atitorr. The committee was here. The committee was 
waiting. You were subpenaed in time to make your own arrange 
inents and I am sure that any man who feels that he has to be gu: urded 
could have arranged to have a guard and come down here with him, 
especially since I think the records will show tomorrow, when we 
start going into them, that you had adequate money for all of the 
tre weling expenses that you and your guards ane your friends needed. 

Mr. Inctso. Senator, I tried. Even the last day when I finally 
got them, I didn’t get them until 5:30 at night. I tried to do every- 
thing within my power to get it done. I even sent a telegram here. 

Senator Atnorr. You are here now, aren’t you / 

Mr. Inciso. I have somebody with me. Not what the newspapers 
said, they came in here with guns. They did not come in with guns. 
When we came in on the first floor the »y told me that they had to turn 
their guns over to the man downstairs and they are not allowed to 
walk in here with guns. I said that is all right. We are already 
here. Then when I walked in here somebody got up and said some 
thing different. The newspapers say different. I can’t help what 
other people say. I am trying to do as good a job as I can. 

Senator ALiorr. We are getting way off the subject here. The only 
thing that is really pertinent is that after 5 days you finally showed 
up—after what I consider to be an impertinent, at the minimum, wire 
to this committee, after almost completely ignoring it, and after 
having two of your attorneys down here, both of whom stated in open 
hearing that they did not represent you, so you didn’t have anybody 
down here. Both of them stated before the committee that the “y did 
not represent vou. 
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Now I go back to my statement, if you had been here you would 
have heard that testimony. There are other people who have been in- 
convenienced by the committee hearings besides you, Mr. Inciso, and 
while we are on it, let’s ask vou a few questions. 

Mr. Inciso. Could I answer your first statement, Senator, where you 
said that I had two attorneys here? 

Senator At.orr. Yes. 

Mr. Inciso. I told them specifically they are not representing me 
here, but while they are there, would they be good enough to tell the 
committee why I could not show up. 

Senator Atiorr. If they are not appearing for you, Mr. Inciso, we 
cannot take their statements in your behalf. 

Mr. Inciso. That is all right. 

Senator AtLorr. I would like to ask you 1 or 2 questions about these 
funds. Why is it that you want to try and tell this committee here 
that in all your bargaining with these employers—some thirty-odd, 
aren't there? 

Mr. Inciso. Yes. 

Senator ALLorr. That you have never mentioned insurance ? 

Mr. Inctso. No. 

Senator At.orr. You stated that a few moments ago. 

Mr. Inciso. I never negotiated with them for any insurance as such. 

Senator Atiorr. Did you negotiate with them for benefits ? 

Mr. Inciso. No. I negotiated with them for wages. 

Senator Atzorr. Did you tell them what you w anted it for? 

Mr. Inciso. No. We just wanted a raise in pay. 

Senator AuLorr. Why do the records of all of these employers, with- 
out exception, I think, either show upon their payments to you a $6.15 
insurance item, or to a favorite few with which you seem to have a 
special agreement, a $5.15 payment to you for insurance? 

Mr. Inctso. Senator, there is no special agreement with any man- 
agement. If you will read my contract you “will find that. The rea- 
son is 

Senator Attorr. Answer my question, then. Why is it that all of 
the monthly remittances to you—if you never discussed it with them, 
if they never had any understanding about it, if you never told them 
anything about insurance—why is it that some thirty-odd of them are 
every month remitting to you the same identical amounts for the same 
identical purpose ? 

Mr. Inctso. There are not 30 managements, Senator. There hap- 
pens to be 8 of them. 

Senator Atitorr. What? 

Mr. Inctso. There only happens to be eight companies that re- 
mitted to me in that fashion. 

Senator Atiorr. Now, here is what purports to be a copy of your 
own statement: “*UAW-AFL Amalgamated Local 286, income and 
disbursement statement, January 1, 1954 to December 31, 1954: Dues, 
$134,801; dues refunds of $155.30; initiation fees, $14,262 net,” and 
then down here you have still under “Income,” welfare insurance in- 
come, $204,151.28, less insur ance premium refunds, less welfare insur- 
ance premium paid, less premium refunds, so you show it upon your 
own statement as insurance income, don’t you? 

Mr. Inciso. Senator, maybe I understand you wrong. 
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Senator AtLorr. Let me show you this. 

Mr. Inciso. I have it right here. 

Senator Atuyorr. Do you not show it on that statement as welfare- 
insurance income? In other words, have I read your statement 
correctly ¢ ° 

Mr. Inetso. This statement was not made by me. 

Senator AtLorr, Have I read that statement correctly? 

Mr. Inciso. I suppose you have. 

Senator Atvorr, Is it a statement of your local, an official statement ¢ 

Mr. Inctso. Yes; made up. Now as far as we are concerned, we 
have always negotiated dues. Now certainly management may from 
time to time have said, “How come you are raising your dues,” and 
we have told them certainly that we are going to give the people 
insurance, but that is our business alone. “As far as you are concerned, 
it is dues. You take it out of the people’s pay and send it to us as 
dues.” 

Senator Anuorr. So this insurance has been discussed with 
management ? 

Mr. Inctso. Not as far as insurance as such, but when they asked 
me—they must have asked me why you are raising the dues. 

Senator Atxtorr. In other words, what you are trying to tell this 
committee is that you discussed it with them and told them you wanted 
to buy insurance, but as far as you are concerned it is dues, we are 

vving to do with it as we please. Is that what you told them?! 

ie. Inciso. I don’t know if I said it in exactly those words. 

Senator Atxorr. Is that in substance what you told them? 

Mr. Inctso. I don’t know. Let me tell it my way. I stated to 
them that we were negotiating wages. We notified them our dues 
were being changed . 

Senator AtLorr. Notified whom ? 

Mr. Inciso. Management, through a letter that our dues were going 
to be raised. At one time it was $8.15, and you see we don’t nego- 
tiate all the shops at one time. We negotiate them as our contracts 
expire and we have two companies that don’t have any at all with us. 
I told these managements that we would send them a letter that we 
“ re raising our dues, though we had always talked about it at mem- 
bership meetings first. Many of them asked me what is it for, why 
high? J said because we ourselves are going to have an insurance 
for the _— reasons, 1, our insurance is ¢ heape rand better than they 
could get ; 2, if an employee leaves the shop, quits, or retires, he could 

still carry the insurance right through our office. 

Senator Anuorr. Let’s stop right there. First of all, I will not 
accept, and you will have to offer this committee, I am sure, testi 
mony that the insurance you buy is cheaper than management could 
buy. 

Mr. Inctso. That is my opinion, and it has been. I have a right to 
Iny opinion, 

Senator Atiorr. Well, you will have to convince the committee 
of this and I can’t let that statement go unchallenged. Now. let’s 
vet back to my question. In spite of your explanation of this, is this 
the truth: that all of these—is it 38 employers? 

Mr. Inctso. It could be somewhere around there. 

Senator Atxvotr. Well, tell me what it is. You have it. Don’t 
“ive me an equivocal answer like that. It is 38 or 39. 
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Mr. Inciso. If you want me to name the shops I will name them. 

Senator Atiorr. How many are there? 

Mr. Inciso. It could be between 36 or 38. 

Senator A.vorr. 36 or 38 ¢ 

Mr. Inctso. It could be. . 

Senator AtLorr. Now, every one of them sends you monthly state- 
ments and monthly remittances which show the separation of the 
insurance from the dues and from the initiation fees. 

Mr. Inctso. They all don’t. 

Senator Attorr. How many don’t, and who are they ? 

Mr. Inciso. Two of them. 

Senator Attorr. Who are they? 

Mr. Inctso., Thompson Wire and United States Tobacco. 

Senator Attorr. Thompson Wire? 

Mr. Inctso, And United States Tobacco. ‘They have no insurance, 
and their dues are still $3 as we have not negotiated their contracts 
vet. 

Senator Atiorr. I am talking about the people who are in the in- 
surance plan. Thompson Wire and United States Tobacco are not 
in the insurance plan? 

Mr. Inctso. Not yet. 

Senator Atvorr. All right. Now, every one of the employers in 
the insurance plan do send to you monthly statements in which the 
insurance is separate ? 

Mr. Inctso. No. All of them do not. 

Senator Attorr. Which ones don’t ? 

Mr. Inciso. I assume there are eight. I don’t recall the names, as 
we had a case before the courts. 

Senator AtLorr. Which ones don’t ? 

Mr. Inciso. I am not too sure. If I could see the list IT would be 
able to tell you, but I assume from what I have seen there are eight 
of them. 

Senator Attorr. You said there are some who don’t. You must 
know of one at least that doesn’t. 

Mr. Inctso. Doesn’t what? 

Senator Atiorr. Separate these items. 

Mr. Inctso. Take Delta Star. 

Mr. Correr. How many employees do they have? 

Mr. Inciso. About 400. 

Senator AtLorr. What kind of a plant is that? 

Mr. Inciso. One of the H. B. Porter Cos. They make big tension 
wires, big switchers. 

Senator AtLorr. Who else doesn’t separate them ? 

Mr. Inctso. Armstrong Tool. 

Senator ALnorr. Armstrong Tool. Who else? 

Mr. Inciso. Sheldon Machine. 

Senator AntLorr. Sheldon Machine is one of the group which Mr. 
Plant reported on here. 

Mr. Inciso. Yes. 

Senator Atiorr. All right. Who else? 

Mr. Inciso. Armstrong Blade. 

Senator AtLorr. You say these three do not separate their pay- 
ments or remittances to you at the first of the month ¢ 

Mr. Inctso. They come in as $9.15. 
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Senator Attorr. I want you to remember, Mr. Inciso, that you are 
under oath. 

Mr. Lxctso. Lam, sir. 

Senator ALLorr. Just so we don’t misunderstand each other, when 
| say separate, I don’t mean necessarily that they send you two sepa 
rate checks, ee in the voucher, or accompanying letter, or whateve 
they send with the check, they do differentiate as to the amount that 1 
to be allocated to insurance and the amount that is to be allocated to 
dues or other matters, 

Mr. Inciso. Take out the Delta Star file. That will be the first on 

Senator ALLorr. Yousay these three do not 

Mr. Incuso. Let’s start with the Delta Star file. 

Senator ALLorr. All right. 

Mr. INciso,. Now, the Sheldon Machine at one time 

Senator AtLorr. I thought we were going to start with Delta Sta: 

Mr. Inciso. I wanted to come back. At one time, I think that 
Sheldon Machine did break it down as dues and insurance. [say if 1 
could see the records | could explain it to Vou as I see them in front 
ofme. Lam taking them from memory from: 6 shops. 

Senator Antorr. You say in the bulk and in the main at least these 
three do not. They just send you a check and say “Here is 89.15 
dues.” 

Mr. Incrso. That is right. 

Senator Annorr. That is} out of 38—36 to 3s ¢ 

Mr. Inctso. There is more, Senator. 

Senator ALLorr. How many more ¢ 

Mr. Iwetso. I can’t recall them offhand. You are telling me | am 
under oath. I don’t want to make a mistake. Would you want me 
to make a mistake ¢ 

Senator ALLorr., Are there as many as five more ¢ 

Mr. Inciso. 1 say there is more. I can go through them in Lb min 
ute. If you will bri ing them out, it would show in the remittance 

Senator ALLorr. We will go into this tomorrow morning when you 
have had an opportunity to re efresh your recollection. 

Now, | would like to hand you a photost: ut of a letter signed by you 
to the Dixie ¢ Cup Co., dated August 27, 1954, in which you say—and | 
will hand this to you so that you can look at it before an wering: 

The present health and accident insurance to be increased to $6.15 per month 
per member. 

Mr. Inctso. I may have stated that. T recall that letter 

Senator Atuorr. Do you recall it ¢ 

Mr. Inciso. Yes: I do. 

Senator AtLorr. Did you write that letter ? 

Mr. Inciso. I signed it. I didn’t write it. The girl wrote it and 
I signed it. 

Senator Attorr. Did you dictate it ? 

Mr. Inciso. Lam sure I did. 

Senator ALLorr. Does it express what you meant to say / 

Mr. Inctso. Yes. 

Senator Auvorr. I would like to offer that for the record. 

Senator Doverias. The letter as a whole will be included in the 
record at this point. 

(‘The letter referred to was marked “Exhibit 128.”) 


H20223—56-—pt. 3——44 
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EXHIBIT 128 


UAW-AFL AMALGAMATED LocaL 286, 
Chicago, Ill., August 27, 1954. 
Dixre Cup Co., 
Chicago 12, 1ll. 
(Attention: Mr. William Schaeffer. ) 


Dear Sire: Pursuant to the union agreement dated October 14, 1952 by and 
between the Dixie Cup Co. and the UAW-AFL Amalgamated Local No. 286, sub- 
ject to renewal October 31, 1954, we are herewith serving our notice of desire to 
add and amend this agreement. 

Please find enclosed two copies of the proposed amendments and additions. 

With reference to the wage supplement which expires on October 31, 1954 we 
herewith propose the following wage increases : 


Cents Cents 
Labor grade: per hour | Labor grade—Continued 


The union proposes that all the present machinist classifications be opened 
for review and possible changes with further rate adjustments. 

The present health and accident insurance to be increased to $6.15 per month 
per member. 

Hoping to meet with you at your earliest convenience to commence negotiations. 
Kindly contact my office to make arrangements for a meeting. 

Very truly yours, 
ANGELO INCISO, 
President, Amalgamated Local No. 286. 

Senator AtLorr. Since you can’t answer this the other way, I would 
like to put this question to you in this way. How many of your em- 
ployer groups do send checks to you monthly and make a segre- 
gation 

Mr. Inctso. I assume 

Senator ALLorr. Just wait until I finish the question. 

Mr. Inctso. I am sorry. 

Senator Atvorr. And make a segregation, either on the voucher or 
on the checks themselves or upon a separate letter, of the insurance 
and the dues and initiation fees? 

Mr. Inciso. I assume there are eight of them left that do it in the 
way you said. 

Senator Atnorr. Eight? 

Mr. Inctso. There might be eight of them in the last few months. 

Senator ALuorr. You say there are only eight left ? 

Mr. Inctso. I assume there are eight left. 

Senator AtLorr. When did the others quit doing it, and can you 
give me a list of the eight? 

Mr. Inctso. Not offhand unless I would see it. I can’t do it off- 
hand. I assume—— 

Senator ALLorr. Will you be prepared tomorrow ? 

Mr. Inctso. I can name some right now. 

Senator Anxorr. I don’t want to go into it unless you can testify to 
the whole thing. 

Mr. Inciso. Let metry. I might be able to. 

Senator Axxtorr. Will you be able to separate them tomorrow 
please ? 

Mr. Inctso. Yes, I will. 
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Senator Atvorr. You stated awhile ago that you wanted to build 
this building out in South Chicago, so that you could have your meet- 

ngs out there. Do you have a building somewhere else, too 

Mr. Inctso. Yes, on North Avenue and Crawford we have one 
pbuilding. This new building is being built 5800 South. 

Senator Autiorr. What do you need that building for? 

Mr. Inciso. So that the membership that lives out on the South Side 

loes not have to travel all the way into the city, or practically 10 or 20 
miles into the city, to come to a meeting. We tried to build as close as 
possible to the shops, where they happen to be living or working. 

Senator Auvorr. I thought you testified awhile ago that the only 
meetings you had were out at the various plants. 

Mr. Inctso We do have meetings with the various plants. Instead 
of all the plants coming to this building here, the people on the South 
Side would meet here. 

Senator AuLorr. Have you ever held a meeting of all your member- 
ship? 

Mr. Inctso. We never do. 

Senator ALLtorr. You never have? 

Mr. Inciso. No 

Senator Atvorr. And you go around and have a meeting with 

each plant? 

Mr. Inctso. Right. 

Senator Atuorr. That is a convenient way to have it; isn’t it, Mr. 
Inciso? 

Mr. Inciso, Convenient for what? 

Senator Atvorr. Doesn’t that put you in the position of being able 
to go around and tell each plant that each other group has agreed 
to this proposition or that proposition ¢ 

Mr. Inciso. No, because each plant has its own separate contract. 

Kach shop has its own separate agreement. We do not have one 
type of people for everything. 

Senator Attorr. They have the same type of insurance, haven’t 
they ¢ 

Mr. Inctso. That is the only thing. 

Senator AtLorr. They have the same union officers; haven’t they 4 

Mr. Inciso. Yes, we do. 

Senator ALLorr. So what meetings are you going to have these 
people attend? You have never had a meeting of your union mem- 
bership, you say, and you don’t plan to? 

Mr. Inctso. I never said I never had a meeting of the membership. 
[ never had a meeting of the membership together. 

Senator Antorr. When did you have a meeting of your union 
members ? 

Mr. Inctso. People from each shop ? 

Senator Atvorr. Of all members. 

Mr. Inciso. We don’t have a meeting of all people together from 
ill the various shops. 

Senator Attorr. How do you elect your union officials? 

Mr. Inciso. We elect our union officials by our committeemen and 
‘tewards that are representing each shop. 

Senet Auxiorr. Each employe rs’ group elects a steward and then 


» stewards get together occasionally and elect the union officials 
: ‘th at right ? 


} 
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Mr. Inctso. No 

Senator Attorr. When ? 

Mr Inciso. The committeeman is elected by the membership from 
his shop. 

Senator Atiorr. The committeeman ¢ 

Mr. Inctso. That is right, or committeewomen, whichever it might 
be, is elected at a membership meeting by the people of that particu 
larshop. ‘The stewards are elected in the shop by the various depart 
ments. When we have a meeting of our joint board, these committee 
men and stewards come in from every shop. 

Senator Atxorr. That would be a committeeman and steward from 
each shop ¢ 

Mr. Inctso. That is right. There could be 4 or 5 of them. It 
all depends on the size of “the shop. They would come in to a meet- 
ing and that is where we would run for office. These committeemen 
from each shop would come in and they would be the ones to vote 
for the officers. 

Senator AtLorr. So your local never has an opportunity to vote 

Mr. Inctso. The full membership— 

Senator Atxorr. Directly for the union officials of their own union / 

Mr. Inciso. That is right, if you put it in that respect, but their 
committeeman or steward is their representative to our joint board 
meeting. It is like an A. F. of L. convention would be held. 

Senator AtxLorr. What meetings are you going to hold in this 
building? 

Mr. Inctso. Meetings of the people that work in the shops in that 
part of town. 

Senator Axvorr. You have always held these meetings in the 
shops? 

Mr. Inctso. No. We never hold meetings in the shops. 

Senator Atxorr. That is what you said just awhile ago. 

Mr. Inciso. I didn’t say that. 

Senator Attorr. Where do you hold the meetings? 

Mr. Inciso. I said the meetings are held in our hall, which is at 
North Avenue and Crawford. 

Senator Attorr. I may have misunderstood you when you testi- 
fied originally. It was my understanding that you said the meetings 
were held in the shops. 

Mr. Inctso. I will try to clarify it, Senator, and show you. For 
the committeemen, they come to a hall on North Avenue and Craw- 
ford. The full membership of that particular shop, in other words. 
They vote on the committeemen at that meeting. Then when they 
go back to the shop, the people get together amongst themselves in 
departments and they vote for a steward, or a steward could be 
elected in the hall. The most important thing is that the committee 
men are elected right at the hall. 

Senator Ax.orr. Let’s be specific. You now have a union place, 
don’t you, a union office? 

Mr. Inctso. We do. 

Senator Atiorr. Do you hold meetings, for example, of the Delta 
Star group of employees? 

Mr. Inctso. Yes, we do. 


Senator Atiorr. The Armstrong Tool group in that hall? 





WELFARE AND PENSION PLANS INVESTIGATION L519 


Mr. Inctso. Yes, we do. 

Senator AtLorr. The Sheldon Manufacturing group in that hall? 

Mr. INctso. Yes. Each group meets by themselves. 

Senator Auvorr. In that hall? 

Mr. Inciso. That is right. 

Senator Atvorr. In your—— 

Mr. Inctso. The North Avenue and Crawford hall. 

Senator AutLorr. In the place you have now ¢ 

Mr. Inciso. We have two places. 

Senator ALLtorr. You have two places? 

Mr. Inciso. Right. 

Senator ALLorr. Your idea of this new building is that you would 
then hold meetings of the groups who work in South Chicago in that 
hall? 

Mr. Inciso. [t don’t happen to be in South Chicago. It is on the 
-outh side of ¢ ‘hicago. 

Senator Atiorr. That may be a technical ditference with which I 
am unable to accommodate myself, 

Senator Doucuas. There is a difference. South Chicago is a com- 
munity by itself. 

Mr. Inciso. Also in these buildings that are being built—I am 
sorry, Senator. 

Senator Doue.as. Just one geographic point struck me. The hall 
is 4000 North, isn’t it ¢ 

Mr. Inciso. One hall. 

Senator DouGuLas. You will have a hall on the South Side? 

Mr. Inctso. We have a hall on 3909 West North Avenue and we 
are completing a building that is being built 5800 South. 

Senator DoucLas. How far west ? 

Mr. Inctso. Around Kensey Avenue, somewhere aloug there. 

Senator Douctas. 3200 West ? 

Mr, INctso. Right. 

Senator ALLorr. That is all for the time being. 

Mr. Inciso. Also in these new buildings that we are building there 
will be organizers in ‘these buildings that will work on the south side 
of the town, as we have quite a big district. We want to build six 
buildings so that we can have organizers at each building so they can 
organize more people to make our local that much bigger. 

Mr. Correr. Mr. Inciso, could we go back now to your reasons as 
to why a separate out-of-town bank account was est: ablished in ear ly 


1953 ¢ 


Mr. Inciso. That is the time that we had trouble, | myself happened 
to have some difliculty, so I believed that it would be the best thing 
to send this money to Milwaukee, and that Doria would be a treasurer 

1 Milwaukee to hold this money so that if anything was to happen 
to me. no one would be able to take over these funds. 

Mr. Correr. This was an agreement that you and Mr. Anthony 
Doria arrived at? 

Mr. Inciso, That is right. 

Mr. Correr. So what was done? 

Mr. Inctso. I wrote out a check for $50,000, and sent it to him in 
Milwaukee to open up an account in Milwaukee. 
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Mr. Correr. Now, were the checks to come out of this account t 
be countersigned or was he going to sign these checks alone ? 

Mr. Inctso. No. Since I wouldn’t be in Milwaukee I saw no reason 
for both of us signing them. I would send him a voucher every week 
for whatever expenses we had and send the income and he would sen 
the checks back to me. At one time we both did sign the checks. 

Mr. Correr. When was that? 

Mr. Inctso. I don’t know. The checks show. 

Mr. Correr. Some earlier period ¢ 

Mr. Inctso. Yes. I also had a man at that time that I would us 
him name on. 

Mr. Correr. Did you keep records at the Amalgamated local office 
in Chicago which showed the status of the Milwaukee account at all 
times ? 

Mr. Inctso. No. All I would show is I would send them vouchers. 
as I stated before, for income money and for outgoing money, 

Mr. Correr. But you never knew what the balance was? 

Mr. Inctso. No. He was the treasurer over there. I assumed he 
would be taking care of things as he saw fit. 

Mr. Corrrr. In order to operate, wouldn’t you want to know how 
much money you had in the bank, how much you were spending and 
taking in? 

Mr. Inciso. At the end of the month we would add up what we took 
in and spent. I had that. If I wanted further information I would 

call Milwaukee. He would be mostly there. I could ask him fo: 
‘afaeeanlina: 

Senator Atiorr. Who would do that at the end of the month ? 

Mr. Incrso. Do what? 

Senator Atiorr. Do this work of recapitulating what you had taken 
in and what you had spent ? 

Mr. Inciso. We have a bookkeeper. 

Senator ALLorr. Who was the bookkeeper ? 

Mr. Inctso. At that time it happened to be Francis Reece and 
Ronny Hess, and now it is Frances Hall. 

Senator Attorr. You weren’t here last week when the testimony 
was that all of that was done by Mr. Doria in Los Angeles? 

Mr. Incrso. As the money would come into Chicago, into our office, 
we would make up vouchers for all the money that came in and al! 
the money that went out, and I would send those on to Mr. Doria i 
California. He once had an office in Milwaukee, as he once worked i! 
Chicago with me. He was advanced to higher positions. 

Senator Attorr. When did he move to California ? 

Mr. Inctso. I don’t know. About a year and a half ago. He is 
here. Hecan answer better than me. 

Senator Atiorr. What is your recollection ? 

Mr. Inctso. I would say a year or a year and ahalf. I don’t know. 

Senator Atxorr. He has been able to handle those, according to 
your ideas, just as well from California, and Milwaukee is only 6° 
miles from Chicago; isn’t it ¢ 

Mr. Inctso. Then he could handle them just as good in Milwaukee. 

Mr. Correr. Well, when we were trying to reconstruct this with 
you yesterday and Saturday, it was my distinct impression, which 
I am sure is shared by the rest of the staff, that you said that at no time 
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did you ever have a monthly statement or a weekly statement or a 
yearly statement, and that you didn’t know where you stood with 
respect to the account over which Doria had sole « ‘ontrol. 

Mr. Inciso. That isright. What Iam trying to tell you is, as mone) 
comes in, we make up a voucher, as it goes out we mi ake up a voucher. 
And the end of the month we total it up ‘and show it to him. 

Mr. Correr. Then do you have a monthly statement showing your 
position ¢ 

Mr. Inctso. No. On the vouchers vou will find a total. That is 
all we had. In other words, we have no books where we break it 
down. 

Mr. Correr. Every month did you know what the balance was in the 
Doria account ? 

Mr. Inctso. No; I wouldn't. 

Mr. Correr. How were you able to operate ? 

Mr. Inctso. In which way ? 

Mr. Correr. If you didn’t how much money you had in the bank? 

Mr. Inctso. Meaning what, if I didn’t know how much money was 
in the bank? 

Mr. Correr. I may not be too clear. You may not understand what 
I mean. It was my impression that you sent off a lot of individual 
vouchers to be paid by Mr. Doria. 

Mr. Inctso. Right. 

Mr. Correr. And that you also sent him off a lot of checks. 

Mr. Inctso. Right. 

Mr. Correr. But that at the Chicago local and at your level you 
never knew whether there was more money sent to him than you were 
getting back in checks, or what the situation was? 

Mr. Inciso. Right. When I was sending it to him I would not 
know. 

Mr. Correr. You had another account and would you explain the 
purpose of that Angelo Inciso, Special Account ? 

Mr. Inctso. The special account was that if we needed money right 
away, we couldn’t be calling Milwaukee or California before we would 
get it in, so we would use it out of there. I would send him a voucher 
saying I have taken so much money from there. You owe the special] 
account so much money, and he would send it back to us. 

Mr. Correr. You also had a general account in Chicago? 

Mr. Inctso. Right. 

Mr. Correr. Why couldn’t you have gotten the money out of the 
regular account ? 

Mr. Inctso. It all depends what it was being used for. We always 
tried to keep $5,000 in the special account because on Saturday or at 
night, if the girl wasn’t there, and we needed money, we wouldn’t be 
able to get it, because the girl wasn’t there to make up a check, so 
I would use this special account. 

Mr. Correr. As I recall, at times your balance in the special account 
was $20,000 or more? 

Mr. Inctso. Right, because that was with some of those dividend 
checks we put there. We had organized some other shops in the 
meantime and we didn’t send the money to Milwaukee. We kept it 
right in Chicago. 
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Mr. Correr. At times would you get insurance contributions which 
you would put in your special account ? 

Mr. Inctso. It may have been. I doubt it. 

Mr. Correr. What? 

Mr. Inciso. It may have been, but I doubt it very much. There 
was a voucher here that we can’t seem to account for, where the money 
went. It isn’t that the money wasn’t there; whether it was in one 
account or another account. It was always here. It was a matter of 
it being there. 

Mr. Correr. You heard Mr. Plant describe the Sheldon contribu- 
tion where the money came into the local. The gross amount was 
deposited to the general account. Then a lesser amount was trans- 
ferred from the general account to your special account, and you, in 
turn, sent a check to the Doria account in Milwaukee for an exact 
amount of fifteen thousand to twenty thousand odd dollars. 

Mr. Inciso. It could have been an error on the girl’s figuring out. 

Mr. Correr. Why was all that 

Mr. Inciso. Many times if I thought there was too much money in 
the special account, I would draw it out and send it to him. We 
tried to keep as little as possible. There were times when it would 
build up. 

Mr. Correr. I don’t think you understood. The money came in 
and went to the general account. A lesser amount came out of the 
general account and went to your special account and you, in turn, 
sent the exact amount to the Doria account. Do you have any ex- 
planation for that? 

Mr. Inctso. It must be an error. The money isn’t missing. It is 
there. It must beanerror. That is all it could be. 

Mr. Correr. You originally had your insurance with Continental 
Assurance Co., and there came a time when you transferred it to 
the American Continental Insurance Co. ? 

Mr. Inctso. That is right. 

Mr. Correr. What was the occasion for your changing your in- 
surance at that time? 

Mr. Inctso. We didn’t feel that the Continental Assurance Co. was 
giving us a fair deal. 

Mr. Correr. Specifically, why not? 

Mr. Inctso. As far as I was concerned, they were telling us to pay 
certain claims which we knew should not have been paid. We would 
argue and tell them about it. Their argument was, “We don’t want 
to go to court. What is the difference? You have to pay for it 
anyway.” 

Mr. Correr. Was there one specific claim, a death claim, on which 
you had some difference of views? 

Mr. Inctso. Right. On that death claim, they paid it to the wrong 
people, and I told them that. They said, “So what? Somebody has 
to get it.” Well, I said, “How will I ever be able to explain it to 
anybody?” They said, “Who has the policy? Don’t you have it?” 

IT said, “No.” 

I said, “Why did you pay it?” They said, “She hired a lawyer and 
we don’t want to go to court. We paid it to her.” I said, “That was 
coming out of the people’s money.” Their answer was, “So what?” | 

Mr. Correr. I discussed this with Continental and I recall this 
is their version: That the man was killed in a barroom and that you 
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didn’t feel, therefore, that the claim should be paid on his death. He 
was killed in some sort of a fight. 

Mr. Inctso. Absolutely not, because our insurance policy would 
cover him on the outside, regardless of how he was killed. 

Mr. Correr. In any event, you did decide to transfer your i 
surance ¢ 

Mr. Inciso. Yes; we did. 

Mr. Correr. Apparently you made arrangements through friends 
to buy an insurance company with which you could place your in 
surance ? 

Mr. Inciso. For the first, correction, I did not buy an insurance 
company. 

Mr. Correr. I know that, sir. I wish you would explain just how 
it came about. 

Mr. Inciso. I have talked to many managements, why don’t they go 
into the insurance business, and we would give them our business, we 
think it is a good business and we want to deal with someone who 
would be fair with us. I talked to various men and finally came 
across a man by the name of Charles Lucenti, and a man by the name 
of Titus Haffa, which L happen to know very well. I was talking to 
them about it and Charles Lucenti agreed that he would buy an 
insurance company. I said, “Here is the conditions that I will give 
you our business: For one, I want to watch it, because it is going to 
be an assessment company, as you tell me, and I don’t want a lot of 
money wasted, because if something should happen that people would 
be assessed, I don’t like that. But I will go along with you people if 
you will allow me to come into your oflice whenever I see fit and look 
at the books, talk to those girls, and that no one should get paid until 
this company becomes a stock company, and also I want to be on that 
board to watch what is going on.” And Mr. Lucenti agreed, as ther 
is no salary for anybody on that board, or him as president as yet. 

Mr. Correr. You were not only on the board, you were chairman 
of the board 3 weren’t you 4 

Mr. Inciso. Absolutely right, as I wanted to watch that money. 

Mr. Correr. There is testimony here, I think, that you were not 
only on the board, but that you were the manager of the company. 

Mr. Inciso. I was not the manager, but I had the right to go in at 
any time I saw fit to see anything that was going on. 

Mr. Correr. Didn’t you write the orders? Didn’t you run the in- 
surance company from your job 4 

Mr. Inciso. I would come into the insurance company whenever | 
wanted and ask the girls, “How is this going? Show me your books. 
show me what you have in the bank account.” I had that right and 
it was given to me. 

Mr. Correr. Dollarwise, your account—the local 286 account 
over 90 percent of the business ? 

Mr. Inctso. It is 93 percent. 

Mr. Correr. Of the volume of the insurance company ? 

Mr. Inciso. That is right. 

Mr. Correr. There is also testimony here, I recall, that you dis- 
charged this young lady, Mrs. Cline, because she had worked overtime 
some evenings with some of our staff members, in spite of the fact that 
she had been given permission to do so by Mr. Lucenti and perhaps 
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Mr. Peters—I am not sure of the second name. Would that not indi 
cate that you were dictating the policies of the insurance company ¢ 

Mr. Inctso. Sir, that is not true. 

Mr. Correr. Pardon ? 

Mr. Inctso. That isn’t true. This woman was not fired by me. 
When I came in there, she said to me that she had worked until 10 or 
ll o’clock. Isaid,“Who is going to pay you? Who told you to work?” 
She said, “Nobody.” I said, “Did Marvin Peters or Charles Lucenti 
ask yout” She told me, “No.” I contacted both of them and [ said, 

“Did you people tell this girl to work that late? Don’t you know that 
she has double time and time and a half coming, the way our contract 
would be?” We were getting it for the people in the shop, so why 
shouldn’t she be entitled to it, too? They said to me they did not 
tell her to work. 

Mr. Correr. Didn’t she tell you she didn’t want anything for ove: 
time? 

Mr. Inctso. We don’t run a charitable shop in our organization. 
If the people in the shop are paid, she has to be paid too. “Tt was not 
2a matter of overtime, it was who told her to work overtime. 

Mr. Correr. Is that why you discharged her? 

Mr. Incrso. I did not discharge the woman. I then told her that 
she should be discharged, but we will see that she gets a different job, 
and she will show the other people, she would have a lesser job. That 
is all I said, and then I left. When I came back, I understand that 
she quit. That is my understanding. 

Mr. Correr. I thought we had testimony from Mr. Peters that you 
lad fired her. 

Mr. Inctso. You may have. I am telling you what I know. I am 
willing to bring Mr. Peters back here to make that statement. She 
was not fired by me. 1 had left; 2 or 3 days later, when I came back, 
they paid her 2 weeks’ pay and ie quit as she did not want a lesser 
job. 

Mr. Corrrer. You did demote her and she quit; is that it? 

Mr. Inctso. That is right. 

Mr. Correr. Why would you do that when she was only cooperat- 
ing with the subcommittee staff, who were doing their duty ? 

Mr. Inctso. She is supposed to cooperate first with the people who 
run the company and ask them what to do. 

Mr. Correr. She did ask Mr. Lucenti. 

Mr. Inctso? It is not true. I have talked to both of those men and 
I am willing to take a lie-detector test. They told me themselves. 
I called both of them and they told me they did not ask her to stay. 

Mr. Correr. You recall we had an experience with Mr. Peters 
where he arranged permission for us to look at your records, and we 
got up to your shop : and you denied it and said that if he gave permis- 
sion, you would fire him? 

Mr. Inciso. You use the word “we,” meaning who? 

Mr. Correr. Two members of the staff. 

Mr. Incriso. You were not there? 

Mr. Corrrr. No; I was not. 

Mr. Inctso. Mr. Peters never did call me. One morning two men 

came to the door, starting to go through, and I says, “Wait a minute, 
who are you fellows?” “They said they were from the committee, 
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‘and Peters told us to go through your books.” I said, “Peters has 
o author ity to tell you to go through our books.” I said, “I told the 
‘wo men that were here before, if they wanted to go through, I would 
et them go through, but you are only here to cause me trouble,” 

which has been proven, as far as I am concerned. I don’t mean this 
ommittee as such—I may have been misunderstood—I don’t mean this 
ommittee as such, but I mean the newspapers, and such, have harassed 

e and done everything else. 

I didn’t know who these two men were, and I called Peters myself 
on ‘i phone and I told him, “Peters, did you tell these people to go 
through our books?” He said, “Yes.” I said, “What right have you 
zot to tell people to go through our books? You have no authority 
this office.” 

Mr. Correr. Are you quite familiar with the insurance laws of the 
State of Illinois, Mr. Inciso? 

Mr. Inctso. No; Lam not. Iam not an actuary, [ am not an insur 
ice agent, I am not an insurance man. Whatever little I learned 
| learned by working with the groups and that we handled the in- 
-urance. We also handled it for the Continental Assurance Co. 

Mr. Correr. I think it was Mrs. Cline’s testimony that on a number 
of occasions she asked you to sign applications that were, under the 
tate insurance law, supposed to be attached to the master policy. 

Mr. Inctso. Right. 

Mr. Correr. And that you refused to sign them. 

Mr. Inciso. Refused to sign them because she had on there $6.15. I 

~ald: “Now, I know that much about insurance, | am not sending you 
*6.15, so until you change that to $5.15, I am not going to sign them, 
because if I would sign that for $6.15, I would have to give them 


~ 39 


$6.15, 

[ was only giving them $5.15. I don’t think you have to be too 
brilliant to know that, and I told her so, that if I would sign those 
papers, I would have to give her $6.15. 

Mr. Correr. Did you sign the application for the $5.15? 

Mr. Incrtso. When they are willing to change them for me, I am 
willing to sign them. 

Mr. Correr. They haven’t changed them yet? 

Mr. Inctso. I don’t know. TI haven’t looked at them. 

Mr. Correr. I think your testimony was that they had, it was your 
instruction ? 

Mr. Incrso. I did tell her she must change them and when you 
change that to $5.15, I will sign it. If she has or hasn’t, I don’t 
know. I was not going to sign them with the $6.15 in there. 

Mr. Corrrer. Do you feel that there was any possible conflict of 
nterest between your operating the union and thus being the policy- 
holder, in effect, and also directing as the chairman of the board the 
active management of the insurance company ? 

Mr. Inciso. It didn’t interfere with my union business, if that is 
what you mean. As far as the manager of the business, all I did was 
to come in and had a right to look at their books and to ask questions. 

Mr. Corrrr. The testimony is to the contrary. They said they took 
orders from you, that you would call up from the union office and oc- 
casionally drop by and that you directed it from the union office. 

Mr. Inctso. Right, if that is an office manager then I am an office 
nanager, but I do not believe an office manager is a fellow who comes 
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in once a week or something and asks how are things going, if you 
need something, get it this way, or if you need something, here is 
voucher and let me see it before you pay for it. 

Mr. Corrrer. You did not receive a salary for your position with the 
insurance company ¢ 

Mr. Inciso. Nobody receives any salary, not even the attorneys 
handling it or anybody at this time. 

Mr. Correr. Did you have an agreement to receive anything? 

Mr. Inctso. There is no agreement to receive anything. 

Mr. Correr. Were you paid any expenses in connection with the 
work of the insurance company 4 

Mr. Inctso. Not as such. I went to California one time to talk 
to Doria, if they could get insurance in California, to come into this 
company here and I turned in my ticket for the airplane from here 
to California and back, and by the way, I was not successful in getting 
the business in California through Doria. 

Mr. Correr. I think your son is employed at the insurance company 
part time ? 

Mr. Inctso. Yes, he is. He goes to school and in his spare time 
he comes in and he fixes up the vouchers for them and files the 
vouchers away for them. 

Mr. Correr. Could you give us—you have already told us that 
you do not know much ‘about insurance law—some background in the 
development of local 286, your connection with it, so we could have 
some of your business experience in connection with local 286? 
You do not need to go way back, but just how long have you been 
affiliated with this local? 

Mr. Inctso. I would say about 12 to 15 years. 

Mr. Correr. Always in Chicago? 

Mr. Incrso. Always in Chicago. I may have traveled around the 
country from time to time but very little. 

Mr. Correr. How about the positions you have held in that 12 
years? 

Mr. Inctso. When I started out I worked as a regional organizer. 
I worked in Chicago on the metals, the foundry. The people that 
were in charge of the region at that time hired me to come out to 
work for them. 

I told them at that time my background. I said, “It is going to 
cause a lot of trouble. I want you fellows to know before I come out. 
IT don’t want to come out of the shop and all of a sudden something 
goes wrong and I lose my job.” They said that was fine. I came out 
and I worked for them. 

Then from there we created local 286, and from there we went 
out to organize more and more shops. The local 286 was first organ- 
ized. I was made president of the local union. Later on the news- 
papers would write me up something terrible, so I thought maybe 
if I would resign as local union pr esident it might relieve the local, 
as the local itself had done nothing wrong. T myself have done 
nothing wrong since I have been in the labor movement. What | 
have done has | been way back. As I understand, ane you have once 
paid for your crime society will a you. I don’t suppose the 
newspapers will ever forgive me. I do not know what I have done 
to them, but I don’t know. I resigned my position as president, tel! 
ing the boys I worked with may be it would help us out a little bit 





WELFARE AND PENSION PLANS INVESTIGATION 1527 
because it was getting hard to organize. So I resigned and we put in 
i boy by the name of Albert DeVito. 

Senator ALLorr. You put him in? 

Mr. Inciso. No, the people. In other words, every shop has a dif- 
ferent phrase. In the union office we hi appen to use different phrases. 
[ am sure I might not be able to use proper E nglish at all times. 

Senator ALyorr. When you say “I put him in,” I don’t think that 
-amatter of proper English. It isa matter of who did it. 

Mr. Inctso. No; it is union language. Let me say I was instru 

ental by telling the people I thought this boy was vood for the job 
ud as far as I was concerned I would like to see him elected and he 
vas elected. The newspapers kept writing us up just the same, 

iyse lf, e very chi ance the *V couk | get, pic tures of my home. WV {; umily, 
vh o they were, which I didn’t think Wils proper. After about a year 
mda half, I just hac enough and I said what is the difference, they 
re going to do it anyway, I don’t think they are ever going to leave 

e alone because they don’t talk about the good things 1 have done, 

just the bad. They don’t say when we gave dogs to the blind 
oldie rE when we bought things for the soldie rs, Or gave things to the 
ospital, 

Senator AtLorr. We played this side of the record once. 

Mr. Inctso. The gentleman asked me to tell him how it started. If 
you don’t want me to tell you, I will stop. 

Senator AtLorr. This hasn't got anything to do with a response 

the question. Now I want to go back and talk about who ts the 
oss In this Insurance company a little bit. You say that vou are not. 

Mr. Inciso. I am not. 

Senator Attorr. And that even in the face of testimony that we 

ad here last week—I think Mr. Peters, Mrs. Cline. Mrs. Hall, and I 
um not even sure but what Mr. Oddo had something to say shout it 

iat you were the active boss and the active manager of the insurance 
ompany, vou say that you are not. Who is? 

Mr. [nerso. I do not say I am not. I don't use the word office 

anager, but [have the right to go in and see what the girls are doing. 

Senator Arnvorr. I ‘want to know who is running the insurance 
company. 

Mr. Inciso. Let’s say I am. 

Senator Atyorr. All right. Why did you say that you were not 
running it when Mr. Cotter asked you the same question 

Mr. Exctso. Well, I do not consider myself running it because T am 

iot there all the time. The other officials come in and they have 
omething to say to the gir ls. 

Senator Avorr. All right. Who runs it day by day? 

Mr. Inciso. As far as 

Senator AtLorr. Who is your office manager ? 

Mr. Inctso. There is none. I come in once a week maybe. 

Senator AtLorr. Who is the office manager ? 

Mr. Inciso. Mrs. Cline. 

Senator Attorr. Does she have the power to make policy decisions? 

Mr. INcISO. No. 

Senator Atiorr. Did she ever have it? 

Mr. INcISO. No. 

Senator AtLorr. Who did? 

Mr. Incrso, Peters, myself, and Lucenti. 
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Senator ArLorr. You said that when you organized this—how loin 
have you known Lucenti # 

Mr. Inctso. I would say 4 or 5 years, maybe a little longer. 

Senator Atiorr. You said you went out and found this ma 
Lucenti. Now you had known him for some time? 

Mr. Inctso. Yes. 

Senator ALLorr. So he wasn’t a new acquaintance when you boug!t 
this insurance company ? 

Mr. Inctso. No, when he bought it. 

Senator Attorr. When he bought it, then. Let’s go into that 
little bit. Now, you had welfare insurance income in 1954 of $204.00 
gross, making a net of $169,000, I believe, is that right ? 

Mr. Inciso. It could be. 

Senator Atuorr. You had $204,000 anyway, gross income, didn’t 
you‘ 

Mr. Inciso.' Right. 

Senator Atiorr. And what did Mr. Lucenti pay for this insurance 
company that oo ¢ 

Mr. Inctso. I don’t know what he paid for it. All I know is that 
he has $90,000 invested in it. 

Senator Atiorr. Now, you know, don’t you, that he paid $40,00 
for it? 

Mr. Inciso. He has $90,000 in there now. He put up more money. 

Senator Atxorr. I mean originally. 

Mr. Inctso. Yes: he started with $40,000. Tle told me that. 

Senator AtLorr. That is right. 

Senator Doveias. Did Mr. Lucenti put up all of the money whic! 
he used? 

Mr. Inciso. Yes: he did. As far as I know he put up a certai 
amount of money and he borrowed the rest from Titus Haffa. | 
do not know. That is up to him. He never gave it to me. 

Senator Atiorr. Didn’t he tell you later that he borrowed it fron 
Haffa ? 

Mr. Inciso. Yes; he told me that. 

Senator Atvorr. The point is that he paid $40,000 for this insur 
ance company. 

Mr. Inctso. It isn’t exactly that he paid that for it. They change: 
certificates—in other words, they gave the man $40,000. 

Senator AtLorr. Immediately ‘after he bought it you changed thi 
certificates which he had from 5 percent to 7 percent certificates / 

Mr. Inciso. I understand the State law said that 7 percent interest 
on the money is legal. He told me that himself. I said, “If it i 
legal why don’t you take 7 percent 2” 

Senator AtxLorr. Immediately after he bought it you called in 
those certificates that he bought for $40,000 and changed them fro 
5 percent to 7 percent certificates ? 

Mr. Inctso. It may have been. It is legal. 

Senator Attorr. No “may have been.” 
meeting ? 

Mr. Inctso. He received 7 percent interest on his money. 

Senator AtLorr. You did it, though, and you were there and you 
participated in it, didn’t you? 

Mr. Inctso. Absolutely. 


You were present at thi 





WELFARE AND PENSION PLANS INVESTIGATION 1529 


senator Atuorr. All right. Then he got another $50,000 and put 
t in it later ¢ 

Mr. Inciso. That is right. 

Senator ALLorr. But the $40,000 bought complete control of this 

surance company, and the $50,000 was put in later only in ordei 
that it could qualify asa stoc k company q 

Mr. Inciso. It takes $300,000 to qualify as a stock company. 

Senator AtLorr. Contributing toward a stock company. 

Mr. Inctso. That is right. 

Senator AtLorr. He bought control for $40,000, didn’t he ? 

Mr. Inciso. That is right. 

Senator Atxorr. In other words, you were going to put approxi 
mately $200,000 a year into an insurance company in premiums, 
the complete ownership and control of which could be bought for 
40,000 ¢ 

Mr. Inciso. I not only would; I did. 

Senator Aniorr. And you did. Now do you have any agreements 
with anyone or any persons, as what ownership you will have in the 
surance company at any time in the future / 

Mr. Inctso. I will never have any ownership in the insurance com 
pany as such but they have agreed that if we want to, the local unio» 
an buy shares when it becomes a stock company. 

Senator Atitorr. Have you any agreement—I am talking about 
you—with any persons, or any underst: anding with any persons, that 
iny member of your family will receive stock, or be entitled to pul 
hase stock, either at any given rate or at a preferred rate at any 
time in the future? 

Mr. Inctso. No; there isn’t any, Senator. 

Senator Anxorr. All right. Now you are qualified to be a membe) 
of the board by virtue of what? 

Mr. Inciso. Having most of the business in there from the local 
inion. 

Senator AtLorr. By virtue of the fact that you are an officer of the 
union and each policy has a vote in the election ? 

Mr. Inciso. Right. . 

Senator Antvorr. Now, as I understand it, the board of directors 
of the insurance company is elected, but there is no notice sent to 
ie membership of such election ? 

Mr. Inctso. Because the local union itself has the policy and for the 

embership 

Senator Auiorr. I am talking about the insurance company. | 
don’t want to confuse the issue. Now as to the insurance company, 
t itself is controlled, is this not a fact, in a very peculiar way in that 
the pohey itself provides that no notice will be sent of the annual 
meetings and the election of officers unless it is held other than on 

e annual date ? 

Mr. Inctso. It may be. I don’t know. The president of the insu: 

ce company would know that more than I would. 

Senator AtLtorr. You mean to say you have never read your maste! 
policy 

Mr. Inctso. No, I haven’t, because I don’t own the insurance 
mipany. 

Senator ALvorr. Your policy is the one that you perfected for you 
embers, is it not ? 





1530 WELFARE AND PENSION PLANS INVESTIGATION 


Mr. Incrso. Right. 

Senator Atiorr. And you have never read that policy which guai 
antees benefits to the members ¢ 

Mr. Inciso. No. Oddo has read that over and so has Marvin Peters 
We-are entitled to dividends the same as we were entitled under the 
Continental Assurance Co. 

Senator Atiorr. As a matter of fact, that policy is just a copy of 
the policy that you had with the Continental Assurance Co., except 
that the names are changed on it, isn’t it ¢ 

Mr. Inctso. That is right. 

Senator Anvorr. If that is right, how do you know unless you 
have read the policies ¢ 

Mr. Incitso. We did receive the dividends from the other company 
and if this is identical with the other one, I assume it would be the 
same thing. 

Mr. Correr. But you directed that the policy just be copied, didn’t 
you? 

Mr. Inciso. Yes. I told them that I wanted identically the same 
kind of agreement with them as I had with the other company. 

Mr. Correr. What kind of an actuary do you have with the 
company ¢ 

Mr. Inciso. The Continental Assurance Co. did all the actual work 
before time. 

Senator Atiorr. You were dissatisfied with the kind of assurance 
and insurance that the Continental Assurance Co, did and you changed 
to the American Continental 4 

Mr. Inctso. ‘1 was dissatisfied with the way they _—— it. 

Senator AutLorr. Well, you still don’t have an actuary, or any man 
with qualified actuarial experience in your company to ‘aiadlaienes 
premiums of roughly $200,000 that come from your union to it? 

Mr. Inciso. Senator, I first want to say it is not my company. 

Senator Auvorr. | say yours—it belong to the union, doesn’t it 4 

Mr. Inctso. Right. 

Senator ALiorr. Now, answer my question if you will, please. You 
still don’t have any qualified insurance men in the company ¢ 

Mr. Inciso. I don’t believe we need any. We don’t sell insurance 
on the outside. We sell it to the local union. 

Senator AtLorr. You don’t need one to handle $200,000 worth of 
premiums for the year ¢ 

Mr. Lnciso. I don’t believe we do at this time. 

Senator Atuorr. You have sold policies to other companies, have 

u not ¢ 

Mr. Inciso. Mr. Lucenti sold them to other companies. 

Senator ALLorr. Well, the insurance company has done it. 

Mr. Inciso. Yes, it has. 

Senator Axuvotr. And you are the chairman of the board of 
directors ¢ 

Mr. Inciso. Right. 

Senator ALLorr. Your trouble is that your left hand does not know 
what your right hand is doing. Now has this company been con 
verted to a stock company yet 

Mr. {nciso. No. It is going to be after the first of the year. 

Senator Auuorr. Are you going to remain in the chairmanship 
of the board after it is converted ¢ 
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Mr. INctso. I don't believe SO, 

Senator ALuorr. Are you going tO remain in the company as 
director or an oflicer ? 

Mr. INciso. Lassume I will be a director. 

Senator ALLorr. Now, how do you think you can compromise your 
nterest there if you are a member of the stock company’ Your in 
terest is to make money for the stockholders, 

Mr. Inctso. Right. 

Senator AuLorr. If you are an officer of the union your interest is 
to get the absolute maximum of insurance you can get for the dollars 
that you put up. Ilow can you reconcile those intere ts ¢ 

Mr. INnciso. At the time Lucenti sold them a policy they did have 
inactuary. Now, in the new stock company the 
to work for them. 

Senator Atiorr. The new stock company will hire one, 
it Is organized ¢ 

Mr. Inctso. Right. 

Senator AutLorr. How are you going to bring your interests into 
line if you are an oflicer in one company and at the same time an 
oflicer in the union which furnishes 93 percent of the income of that 
company ? 

Mr. Inciso. I don’t exactly know what you mean. We are rong 
fo turn over our policies to this new stock company. In other words, 
we are going to turn over all our policyholders to the new stock 
company. 


'y Will have an actuary 


if and when 


Senator AtLorr. Is that your only answer to my question? 


Mr. Inciso. I don’t understand it, maybe. 

Senator ALLorr. I am sure that you don’t. 

Mr. Inctso. If you would explain it again, maybe I would try to 
understand it a little clearer. 

Senator Attorr. I would like to go back to the records which you 
kept. L would like to ask you if, to your knowledge, Mrs, Cline liad 
knowledge of your special aecount ? 

Mr. Inctso. No, she didn’t. 

Senator Attorr. I.would like to ask you if Frances Hall had 
knowledge of your special account ? 

Mr. INctso. Yes, she has. 

Senator ALLtorr. Did she prior to the special investigation ? 

Mr. INctso. Yes, she did. 

Senator AtLorr. IT would like to ask you if Mrs. Cline had know] 
edge of the account in Milwaukee ? 

Mr. Inctso. No, she didn’t. 

Senator Auworr, I would like to ask you if Mrs. Tall had know ledge 
of the account in Milwaukee ? 

Mr. Inciso. She did have. We did send vouchers there. 

Senator Atnorr. And she participated in the sending? 

Mr. Inctso. Right. 

Senator AtLorr. Would you state positively that she did know of 
the Milwaukee account, and that she must have known of it from 
vork she did in the office? 

Mr. Inctso. Yes, she would. 

Senator ALtLorr. Did Mrs. Cline have knowledge of the account of 
Mr. Doria in Los Angeles? 

Mr. Incrso. You are talking about Mrs. Cline? 

62033—56—pt. 3——45 
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Senator Auworr. Yes. 

Mr. Inciso. No, she wouldn't. 

Senator AtLorr. She didn’t, as far as you know? 

Mr. Inctso. No. She wouldn’t know, anyway. She works for 
the insurance company. 

Senator Auuvorr. Did Mrs. Frances Hall have any knowledge of 
the account in Los Angeles? 

Mr. Inctso. Yes, she would. 

Senator AtLtorr. Now, I am very interested in these records that 
youkept. You receive money each month from employers as you now 

say upon dues, but which was conveyed to you in many instances 
in the form of insurance premiums, and also dues. That was received. 
I suppose, generally, around the Ist of the month / 

Mr. Inciso. Between the Ist and the 10th. 

Senator Atvorr. Between the Ist and the 10th, and what was done 
with those checks!’ Were any of them every paid in cash? 

Mr. Inciso. No, they were all paid in chee ks with the exception of 
one company, the people who pay in cash. There was about 17 people 
or maybe 20 people at the most. 

Senator Anvorr. What company was that, just to make the record 
clear ¢ 

Mr. Inciso. I am almost sure it is R. G. Haskins. 

Mr. Correr. Would you speak up just a little bit more, Mr. Inciso / 

Mr. Inciso. I will. 

Mr. Correr. Now, what did you do with those checks ? 

Mr. Inctso. Well—— 

Mr. Correr. Did you handle them ? 

Mr. Inciso. No. As the checks would come in, Mrs. Hall would 
get them and she would deposit them in the bank. 

Mr. Correr. In what bank ¢ 

Mr. Incrso. Inthe regular account, in Chicago. 

Senator ALiorr. Inthe what 4 

Mr. [nciso. In the regular account in Chicago. 

Senator ALborr. Now, when they were deposited, was there any 

eakdown made between the allocation for insurance and for dues’ 

Mr. Inctso. Yes, there would be. 

Senator ALLorr. On your records ¢ 

Mr. Inctso. Our records would show, sir. 

Senator AtLorr. Did it show on your deposit slips ? 

Mr. Inctso. I don’t recall. I don’t think it did. 

Senator Atirorr. Would it show on a voucher that was prepared 
at that time / 

Mr. Inciso. Yes, it would. 

Senator Atvorr. In other words, if a check was for $1,000 or for 


. 


$915, to make it easy it would show $615 to insurance or $515, whichever! 
way you kept your records, and $300 to dues ? 

Mr. Inciso. Yes, it would show an amount for dues and show an 
amount for insurance. We would break it down. 

Senator Annorr. Now, what was this voucher like? Describe 
tome. What did it look like? Was it a piece of paper ? 

Mr. Inciso. It was a white sheet of paper. There was a white, pink. 
and blue. The others would be the same as that that you have. 

Senator Atiorr. Similar to the green sheet I have in my hand ? 
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Mr. Inciso. Yes. They would say Amalgamated Local 256 account. 

Senator ALtuorr. As these things came im, did you send a copy to 
Mr. Doria ¢ 

Mr. Inciso. Yes. 

Senator ALLorr. Of each day, each month 

Mr. Inctso. No. At the end of month the girl would put them 
all together. 

Senator ALLor?T. You accumulated the receipt vouchers for a month 
and sent them to him? That would show the day-by-day income for 
insurance, for dues, and for initiation fees, or whatever else the 
income may have been for? 

Mr. Inciso. Right. 

Senator AtLorr. Now, when you wrote checks did Mr, Doria sign 
those ¢ 

Mr. Inciso. Some he would and some I would sign. 

Sentaor ALvorr. On your regular account ¢ 

Mr. Inciso. On our regular account, if it wasn’t in Chicago; if it 
was in Chicago, I would sign it. 

Senator ALnorr. Let us stick to the regular account unless I desig 
nate another one. Now, only you had the power to sign checks on 
the regular account 4 

Mr. Inciso, Right. 

Senator ALLorr. Not the president of the union ¢ 

Mr. Inctso. I am the president of the union. 

Senator ALiLorr. You are president now / 

Mr. Inciso. Yes. 

Senator Atworr. I thought you said you put DeVito in. 

Mr. Inctso. We did. I tried to explain the rest. You told me you 
didn’t want to hear that same record over again. 

Senator Atiorr. I got lost when your newspapers started bothering 
you again. 

When you made out a check, and some item was paid—say, a salary 
check to one of the girls—what was done then? 

Mr. INctso. That would be sent to California, to Mr. Doria. 

Senator Attorr. And was that sent to Mr. Doria / 

Mr. Inctso. Yes. 

Senator Aniorr. Did you send anything else to him?’ Did you 
accumulate those daily and send them to him monthly ¢ 

Mr. Inciso. Right. 

Senator Atxorr. Now, what did you send to him in addition to 
that? Did you send him your checks at the end of the month on the 
regular account ¢ 

Mr. Inciso. The canceled checks? 

Senator Atnorr. Yes. 

Mr. Inciso. No. We keep them right here ourselves. 

Senator Atsorr. Did your girl prepare books on those 4 

Mr. Inciso. No, she didn’t. 

Senator ALvorr. How did you keep track of what you had in your 
account ¢ 

Mr. Inctso. In our Chicago account, we were told by Mr. Doria 
to just make out vouchers and send them to him and he would take 
care of them. 
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Senator Attorr. How did you know how much you had in the 
account? Did he then, after you sent these to him, tell you at the 
end of each month how much you had in the bank ? 

Mr. Inctso. No. 

Senator AtLorr. Who reconciled your bank account each month? 

Mr. Inciso. Our own personal account in the local ? 

Senator AtLorr. No. The regular account. 

Mr. Inctso. The regular account in Chicago would be reconciled by 
the girl. 

Senator Atrorr. In other words, she took the checks, did she, and 
checked which ones were out, which went out, and how much you 
had in the bank, to be sure that the account was correct ? 

Mr. Inciso. That is right. 

Senator AtLorr. What other books did you keep in your own office? 

Mr. Inctso. No other books whatever, just the vouchers. 

Senator Atiorr. What other records did you send to Mr. Doria? 

Mr. Inciso. All I sent to him was the vouchers for money coming 
in and money going out. 

Senator AtLorr. Those are the two records you have told us about 
here ? 

Mr. Inciso. Yes. 

Senator Attorr. At the end of the month what did-he send back 
to vou? 

Mr. Inctso. Nothing. 

Senator Antorr. At the end of the year what did he send back to 
you? 

Mr. Inctso. The statements that are prepared here. 

Senator Atxorr. Is that like this statement that I have here? 

Mr. Inctso. That is right. 

Senator ALLorr. Now- 

Mr. Enes. I wonder, Senator, if the record might show that the 
documents which have been referred to are the documents which are 
filed annually with the Department of Labor under the provisions 
of the Taft-Hartley Act? 

Senator Atnorr. Is this form 990? 

Mr. Enes. Yes, sir. 

Senator Atvorr. That will be satisfactory, Mr. Edes. 

Now, when he sent these back to you at the end of the year, did you 
accept them and get all of them? Did he send you his worksheets, 
and eveything / 

Mr. Inciso. All he would send me is this paper here. 

Senator ArLorr, This is, again, the document that Mr. Edes referred 
to? 

Mr. Inciso. Right. 

Senator Atiorr. He did not send you his worksheets ? 

Mr. Inctso. No, he didn’t. 

Senator Auvorr. I think that is all I have at this time. 

Mr. Correr. Do you know anything about the Taft-Hartley law, 
Mr. Inciso? , 

Mr. INcitso. I don’t believe I know it all because there are so many 
pages, and so many changes, but I have a knowledge of some of it. 

Mr. Correr. Is there any poss’b'e violation involved in the way you 
have handled these insurance contributions ? . 
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Mr. Inciso. I don’t believe there is, as far as 1 know, because we 
handled them as dues, as such. 

Mr. Correr. Did you get legal opinion with respect to this before 
vou did it 4 
~ Mr. Inciso. No, I didn’t. 

Mr. Correr. Pardon / 

Mr. Inciso. No, | didn’t. 

Mr. Correr. Wouldn't you want to know whether you were violating 
the law or not ¢ 

Mr. Inciso. No, because I believe we had a right to do whatever we 
wanted with dues, as such. We had a case on that before the courts 
Mn) the Delta Star Kleetric Co. It Was taken before the Board and the 
Board ruled in our favor, that dues were dues, as such, and we had a 
right to do whatever we saw fit with them. ‘The Board appealed that 
Case, 

Mr. Correr. Actually, it was insurance, wasn't it 4 

Mr. Inctso. No. As far as 1 was concerned, it is dues. 

Mr. Cotrer. That is just for make-believe, isn’t it 

Mr. Inctso. No, as far as I am concerned, there is no make-believe. 
It is dues, 

Mr. Correr. When you got some of these companies finally to send 
their contributions in as dues, what did that column on the side mean, 
as to dependents ¢ 

Mr. Inciso. The dependents cover the man paying for it each time. 
Now, the management pays it. 

Mr. Correr. That was dependents’ insurance ¢ 

Mr. Inctso. Some would be dependents’ insurance. 

Mr. Correr. So although you insisted and perhaps did get some of 
them to comply with se nding this in as dues, it was patent on the face 
that part of it still was insurance because they were sending their 
dependents’ insurance along ¢ 

Mr. Inctso. Their dependent insurance would be sent to dependents’ 
insurance, but the rest of it, as far as I was concerned, is due 

Mr. Corrrer. Even yey it is really for insurance ¢ 

Mr. Inctso. We in’ turn turn around and we buy insurance with 
some of that aa 

Ir. COTTER. Now, I think you toue hed on this . but could we have a 
further explanation as to why you increased this from $5.15 to $6.152 

Mr. Inctso. Because when we were with the Continental Assurance 
Co. the fellows that were at that time the agents, and also one of the 
ollicials from the company came to our office, told me that $5.15 was 
very close, and I had better do something about it to get more money 
in case we went in the hole, that we would have to have the extra 
money. 

Mr. Cotrrer. They had never asked you for an increase in rates, did 
they ? 

Mr. Inctso. They said it was very, very close. 

Mr. Correr. They paid you a dividend every year, didn’t they? 

Mr. Inciso. Not the same amount. One year it was more and every 
year thereafter was less. | 

Mr. Correr. But any dividend would reflect—that was not a mutual 
company, it was a stock company, and it wasn’t a dividend but a 
refund—favorable experience, wouldn’t it ? 
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Mr. Inctso. It could, but it could also go backward. 

Mr. Correr. In other words, next year you could have a different 
experience ? 

Mr. Inctso. That is right. We could have a different experience and 
not receive a dividend. They would either cancel us out or tell us to 
raise the policy. 

Mr. Correr. It was at the suggestion of Continental Assurance. 
Then you went over to this other « company which you controlled, and 
you also controlled the union. If that is the case, why was it that you 
continued negotiating contracts to increase it from § $5.15 to $6.15! 

Mr. Inctso. Because if there was some trouble, if it showed that up 
we would have to get the money somewhere. 

Mr. Correr. You said you didn’t treat this extra dollar as insur- 
ance but treated it as dues, and put it in the general fund? 

Mr. Inctso. That is right. 

Senator Auttorr. Mr. Inciso, I have in my hand a piece of paper 
which I will have forwarded down to you to verify, marked I-7248. 
You say these were dues, and you say that immediately upon the 
receipt of these moneys they were still dues, but you made up these 
vouchers. 

I want you to identify this voucher, if you will, and tell me if it 
is an original voucher of your union? It is marked “Official receipt” 
at the top. 

Mr. Inctso. Yes. That is an official receipt. That is for money 
coming in. 

Senator Atuorr. This is one of the vouchers you described to me 


that was made out immediately when money came into your office / 

Mr. Inctso. That is right. 

Senator Atnorr. You sent one copy of this to Mr. Doria? 

Mr. Inctso. That is right. 

Senator Aniorr. This shows vou received a total of $807.48 on 
October 13, 1955, and it also shows that you charged off, when you 
received it—I will read it: 


Received from Titan Abrasives, dues, 75, $225; 77 insurance at $7, $539; 
4 insurance at $10.87, $43.48; and total, $807.48— 

So although you claim that this was dues you were getting, the first 
act when it was received in your office was to separate it into dues 
and insurance ? 

Mr. Inciso. We separate and break it down so that we know what 
we are doing with the money. 

Senator AL torr. I have read this official receipt into the record so 
there is no point in making it a part of the record at this time, but I 
just wanted to point out that his claim that they are just collecting 
dues is refuted by the way they handle their money themselves and 
their own methods. 

Mr. Correr. Mr. Chairman, perhaps you would like to have a simi- 
lar receipt on the three companies which you named originally to 
reflect the same picture. 

Senator Au.orr (presiding). I think it would be wise to do that, 
yes. 

Mr. Correr. Also, Mr. Inciso, what part of these dues do you pay 
as a per capita tax to the international union? 
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Mr. Inctso. We pay $1.25 for every dues-paying member to the 

ternational union. 

Mr. Correr. Is that based upon a percentage of the dues that are 
received ? 

Mr. Inctso. No. It is $1.25 per every member. 

Mr. Correr. Has it ever bee mn less than that ¢ 

Mr. inciso. Years back it was. 

Mr. Correr. When your dues were less than $3 / 

Mr. Inctso. No, even when our dues were less. At one time we used 
to send them less. ‘They have raised their per capita tax so we now 
pay more, 

Mr. Correr. W e were talking about the details surrounding this 
inc rease in the insurance, and the only reason you had this increase 

as so you would have more insurance money available, wasn’t it‘ 

“Mr. Inciso. That is part of it. 

Mr. Correr. Why didn’t you treat it as insurance money? Why 
did you treat it as dues? 

Mr. Inctso. Because as far as we were concerned it was coming in 
as dues. 

Mr. Correr. The extra money didn’t go to the insurance company. 
What did it go for? 

Mr. Incrso. It stayed right in the local union treasury. 

Mr. Correr. Did you have an accounting? Do you have a special 
insurance account which shows the balance of the insurance money 
in the local union treasury at all times ? 

Mr. Inctso. No; we don’t. 

Mr. Correr. How do you know it stays in there? 

Mr. Inciso. That is where we put it. 

Mr. Correr. But in 1954 you put over $40,000 of the insurance 
money, by your own statement, into the general account and you spent 
over $9,000 more than you put in generally, so it is all gone; isn’t 
it? You have an operating statement which shows a gross income, 
including excess insurance and dividends of $40,000, aggregating 
$191 000, and you have expenditures of over $200,000, with an operat- 
ing deficit of $9,000, so your insurance money that was put in there 
was wiped out by the operating expenses of the union during that 
year. Isn’t that correct? 

Mr. Inciso. It could be done because we consider that as dues and 
we would have a right to use all the dues. 

Mr. Correr. I thought you said it was still in there. 

Mr. Inctso. There is money in the bank. If you are going to say, 
“Where is the money ?—what is the money ?” I would say it is ‘all dues. 
Part of that dollar is also in the bank. 

Mr. Correr. If you use it as general funds, for buildings, travel, 
and organizational expense, and overspend what you take in every 
year, it isn’t in there; is it? 

Mr. Inctso. No; not if we happen to be spending some of it. 

Mr. Correr. You keep no account as to how much of it you have 
in there over and above what you spent for premiums? 

Mr. Inciso. No. We have it all in there, as dues, and it is all 
in the one account. 

Mr. Epes. May I respectfully suggest that if you are looking at 
the operating statement that you are ‘referri ing to, for the year 19% D4, 
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when the union that year spent $9,000 more than they actually received, 
there was a previous cash balance in the bank of $62,000, so that 
even with the operating deficiency for that year, there was at the 
end of 1954, left as a balance in the bank of $52,452.22, and since 
the funds are not something relegated, it would be impossible to say 
whether the so-called insurance moneys were spent or whether pre- 
vious balances in the bank were spent. 

Mr. Correr. But that was money that was there before the year 
started. 

Mr. Epes. That is right. 

Senator Atvorr. Mr. Cotter, as you suggested, I have three more 
of these official receipts in my hi: unds, Nos, 1-7273. I-7274, and 1-7265. 
I would like to have you identify them if you will. 

(Documents handed to witness. ) 

Se nator AtLorr. Are these your original records ? 

Mr. Inciso. Yes, sir. 

Senator Atvorr. These relate to the 3 companies which, you say, 
remit just in 1 check, as ABT, for example, without a separation 
for insurance? 

Mr. Inctso. The ABT Co. does submit a separation. 

Senator AtLorr. They do? 

Mr. Inciso. They do on their remittances. 

Senator Atiorr. Well, I thought you told me—— 

Mr. Inciso. There are eight companies, Senator, and I don’t recall 
all the names. 

Senator Atiorr. What is ABT? 

Mr. Inctso. It is a manufacturing company, manufacturing things 
in Chicago. 

Senator Atxtorr. Is that Armstrong Tool ? 

Mr. Epes. No. 

Mr. Inctso. No. 

Senator Atxorr. I will withdraw No. 7273, and I want to read these 
other 2 into the record; 7274 is Sheldon Machine Co., October 19, 
1955, and shows dues for 130 at $390; 1 initiation fee, $25; 132 in- 
surance at $6.15, which is $811.80; 100 dependent surance at $5.20, 
which is $520; total of $1,746.80; No. 7265, October 18, 1955, for 
Delta Star, showing 315 for dues, $939 ; 313 insurance at $6.15, $1,924.- 
95; 10 dependent insurance at $5.20, $52; total of $2,915.95. Which 
one of these is Armstrong Tool—Armstrong Bray or Armstrong 
Bros. ¢ 

Mr. Inciso. Armstrong Bros. is Armstrong Tool. 

Senator Atxorr. I have here in my hands No. I-7276, which is 
intermixed with your other receipts here, whic ‘h shows for Armstrong 
Bros., ome for 96, $288; initiation fees, 2 part at $12.50, $25; 96 
insurance at $6.15, $590.40; 68 dependents at $5.20, or $353.60, making 
a total of $1,257. Do you want to look at this? 

Mr. Eprs. May I just have the date of that ? 

Senator Atvorr. October 19, 1955. The point of it is that even 
for those companies which you say did not make any separation, but 
just reported them as dues—for those companies themselves, the firs' 
act you did when they came into the office was break it into insurance 
and dues? 

Mr. Inctso. That is right. They would send—they sent it in as 
$9.15, and we would break it down for our records, so we would 
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know how much to send the insurance company. We would 

down 92 people dues, 2 part for initiation fee, 96 for in 
so we wrote it down so we would know what to give the ompany. 
We broke these down ourselves. This is not the way it was sent 
tous by the company. 

Senator Atuorr. This hearing will be adjourned until tomorrow 
afternoon at 2 o’clock.t_ Mr. Edes, you had better made a note of this: 
we will not meet in this room tomorrow but in room 3515 of the 
Senate Office Builing. 

Mr. Epes. At 2 o’clock? 

Senator Attorr. At 2 o’clock, and the subpenas of Mr. Doria and 
Mr. Inciso will both be continued until that time. We will take about 
a 5-minute recess now, and then take up Mr. Freedman’s case. 

Mr. Epes. Thank you. 

(At 5:04 p. m. a recess was taken; the subcommittee reconvened 
at 5:07 p.m.) 

Senator AtLorr. We will now take up the Fur Dressers and Dyers 
Local 53 case. 

Mr. Freedman, will you state your name ? 

Mr. FreepMan. Israel Freedman. 

Senator ALLorr. Your occupation ? 

Mr. FreepMan. Business agent, Philadelphia Fur Workers Union, 
Local 53. 

Senator Attorr. Do you solemnly swear that the testimony you will 
give in this case will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 

Mr. FreepMan. I do. 

Senator Atiorr. Is your name in the record ? 

Mr. Suarrro. Ralph Shapiro, 9 East 40th, New York 16. 

Senator AtLorr. You are Mr. Freedman’s attorney / 

Mr. Suapiro. Yes, sir. 

Senator Antiorr. I might state that the Senate physician has assured 
us that Mr. Freedman may be examined without any injury to his 
health. So we will proceed. 


TESTIMONY OF ISRAEL FREEDMAN, BUSINESS MANAGER, 
PHILADELPHIA FUR WORKERS UNION, LOCAL 53 


Mr. Correr. Mr. Freedman, you are business manager of local 53 
of the Fur Workers of Philadelphia ? 

Mr. FrempMan. That is right. 

Mr. Correr. You are also business manager for local 196? 

Mr. FreepMan. I was; yes. 

Mr. Correr. That is a defunct local at this time? 

Mr. FreepMan. That is true. 

Mr. Correr. It only included one employer, the Workman Co., which 
went out of business ? 

Mr. FreepMan. That is true. 
_ Mr. Correr. There was a balance in the pension fund, which was a 
laft-Hartley fund, I believe, and in the welfare fund, which was a 
pre-Taft-Hartley fund; is that right 

Mr. FreepMan. True. 

Mr. Correr. And the pension fund, according to the testimony the 
other day, was removed from the bank in which it had originally been 


_ nee pp. 1547-1599, infra. For additional testimony on this subject, see pp. 954-1015, 
O58 1080, Supra. 
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deposited, and over which 3 trustees had control, 1 of which was an 
employer trustee ; is that right ? 

Mr. FrerpMan. There was one employer trustee ; yes. 

Mr. Correr. And the account was changed and his name taken off 
without his knowledge, and the fund removed to another bank; is that 
right ? 

Mr. FreepMan. The money was in a commercial account. It was 
removed and placed into two savings accounts under the same name, 
the Fur Dressers and Dyers Local 196 retirement fund. 

Mr. Correr. But without the knowledge of the employer trustee ’ 

Mr. FreepmMan. I think that is quite correct. 

Mr. Correr. Why was that done / 

Mr. FreepMan. Well—— 

Mr. Correr. And what authority did you have to act in such 

manner 4 

Mr. FreepmMan. Well, if I might, Mr. Counsel, the retirement fund 
was set up a number of years ago, in 1950. Mr. Stein, myself, and one 
other were the trustees of the fund. Mr. Stein was the trustee for the 
employer. It developed into a battle of a number of months of get- 
ting the money from Mr. Workman, the employer. 

It was a one- shop local. The employer would send in a. check 
for the retirement fund once every month and send in a check for 
the insurance fund the same way. He would send the insurance check 
to the local union and the retirement check to Mr. Stein in New 
York. After he sent the check to Mr. Stein, Mr. Stein would hold on 
to that check for months on end. One time he held the check 314 
months after he received it. When he sent the check to us it was a 
stale check. 

Mr. Correr. Are you suggesting you were getting back at him by 

taking this money out of the trustee account ? 

Mr. FreepMan. No, I am not suggesting that at all. I am saying 
this was the state of affairs at the time and what happened after that 
was that I imagined I must take the responsibility for it. We could 
not—— 

Mr. Corrrer. Did Mr. Stein owe this money ? 

Mr. FreepMan. Did he owe it? 

Mr. Corrrr. Does he now owe some of the money that was turned 
over to him or did he turn it over to the trust account ? 

Mr. FreepMan. He turned it all over to the trust account with the 
exception, I think, of $214, which was agreed 

Mr. Suaprro. It did not belong to him. 

Mr. FreepMan. All the money was turned over to the trust 
count. 

Mr. Correr. What does this have to do with your taking it 
of this trustee account without his authority ? 

Mr. FreepMAN. Well, it was done, counsel. 

Mr. Correr. Do you offer any excuse for it? 

Mr. FrerepMan. No. My counsel asked me a question and I an- 
swered no. There really is no excuse. It was my fault. 

Mr. Corrrer. Do you feel there should be some legislative controls 
so that that sort of thing could not happen? 

Mr. Freepman. I would like to say, counsel, I am not an expert on 
legislation but I do say that the money was taken out from the com- 
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mercial account and placed into two savings accounts, and no money 
was dissipated—not 1 penny of it—and in the final disposition of the 
money Mr. Stein was consulted, he agreed and he approved of any 
action that took place in regard to this } pension fund money. 

Mr. Correr. We found that Mr. Stein did not know at the time of 
our investigation what the situation was, and apprised him of it. 
He was quite shocked to learn what the situation was. And the fact 
that it was done would have permitted any other disposition of the 
money without his knowledge, would it not ? 

Mr. Freepman. I would not know, counsel. 

Mr. Correr. You would not know ? 

Mr. FreepMaNn. I would not know that this could be done. 

Mr. Correr. You had it removed from under his authority ¢ 

Mr. FrrepMan. Yes, but we deposited that money in another bank 
in a savings account where it could draw interest because it was an 
inactive account. 

Mr. Corrrer. Do you think it was equitable that local 53 

Mr. FreepMan. It was not local 53, counsel. 

Mr. Correr. Do you feel that it was appropriate for local 53 to 
take this money under its jurisdiction, after local 

Mr. FreepMan. I must interject, counsel. It was not put into the 
account of local 53. It remained the property of local 196, only in a 
savings account. 

Mr. Correr. Did you pay pensions out of it? 

Mr. FreepMan. Not 1 penny was touched. I am trying to make 
that clear. We took the money from a commercial account and placed 
it into two savings accounts. I showed it to Mr. Suss when he came 
into my oflice. 

Mr. Correr. It seemed clear to us that with the running of time, 
and with your having possession of the money, outside of the control 
of the original trustees, you could make any dis sposition you saw fit 
of those funds and nobody would have known the difference. Is that 
right ¢ 

Mr. FreepMan. I don’t think so, counsel. 

Mr. Correr. What restrictions were on you ¢ 

Mr. FreepMan. First of all 

Mr. Correr. You had already removed it from its original trust 
account ¢ 

Mr. FreepMan. That is right. 

Mr. Correr. You changed the accounts without one of the trustee’s 
knowledge ? 

Mr. FreepMan. That is true. 

Mr. Correr. So why could not you have done with it as you pleased 
after that? 

Mr. FreepMan. Because we had nothing set up insofar as the retire- 
ment fund plan was concerned that would have permitted us to pay 
out money. 

Mr. Correr. You could have taken it and put it in your pocket. 

Mr. FreepMan. Everything is possible but this was not, sir. This 
was not possible as far as we were concerned. 

Mr. Correr. It was possible, was it not ? 


Mr. FreepMan. Everything is possible. I don’t think this could 
have occurred. 
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Mr. Correr. There was no law or safeguard to inhibit you from 
doing just that, was there? 

Mr. FreepMan. Except the laws that we recognize ourselves, what 
is honest and decent, sir. 

Mr. Correr. Fine. Let’s go to the welfare fund. The balance in 
the welfare fund—— 

Senator AtLorr. May I interrupt before we leave that, Mr. Cotter? 

Mr. Correr. Surely. 

Senator AtLorr. 1 would like to ask Mr. Freedman 2 or 3 ques 
tions. This money was in the Broad Street Bank and subject to the 
Taft-Hartley Act, is that right? 

Mr. FreepMan. Yes, sir. 

Senator Atiorr. Mr. Stein being the employer representative, or 
trustee, of that fund ? 

Mr. FreepMan. That is true. 

Senator AtLorr. In whose name was it deposited ? 

Mr. FreepMan. In the Fur Dressers and Dyers Union Local 196 
Retirement Fund. 

Senator Attorr. How you and Mr. who—Brownstone ? 

Mr. FreepMan. Mr. Brownstone, yes. 

Senator ALLorr. —went into the bank. You say a commercial 
account? You mean a checking account? 

Mr. FreepMan. Yes. 

Senator AtLorr. You went into the bank and withdrew this money 
without the knowledge of Mr. Stein ? 

Mr. FreepMan. Yes. 

Senator Atxorr. This is a trust fund. Is that right? 

Mr. FreepMan. I would like—just a moment, Senator, please. I 
would like to point out that first—oh, yes, this comes after—we 
bought the bonds first. That istrue. That came afterward. 

Senator Attorr. You deposited the money in what bank? 

Mr. FreepMan. We took the money from the Broad Street Trust 
Bank. We deposited it in two Federal savings and loan accounts. 
One was the Walnut Street and the Penn-Federal Savings & Loan. 

Senator Atxtorr. In what name? 

Mr. FrrepMan. In the Fur Dressers and Dyers Local 196 retirement 
fund. The same name. 

Senator Atiorr. Did you place Mr. Stein’s name as one of the 
trustees when you deposited that in the new account ? 

Mr. FreepMan. We did not. 

Senator Attort. So the effect of your action—and I want to state 
it plainly and I want to give you an opportunity to correct it if I am 
not right—w as that although you transferred it in the same name, 
you transferred it without the knowledge or consent of the employer 
trustee and when you redeposited, although you deposited it in the 
same name, you placed only your name and Mr. Brownstone’s name 
on it as trustees? 

Mr. FreepMan. I think that is right. It was not mine only. There 
were two other names to it. There were 2 out of 3 signatures. 

Senator Atiorr. Did you add two others? 

Mr. FREEDMAN. No, Mr. Brownstone’s and myself, and the presi- 
dent of the local union was a signer to the checks that withdrew the 
money. 

Senator Atrorr. Was that Finck? 
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Mr. Freepman. Alton Finck. 

Senator Atuorr. And was his name on the original account in the 
Broad Street Bank ? 

Mr. Freepman. I don’t know. I don’t recall. It might have bee: 
| am not sure, though. It was on the second account when we put 
it in the Federal Savings and Loan. 

Senator AtLorr. It was on the second account when you put it in 
the Federal Savings and Loan ? 

Mr. FreepMan. Yes, sir. 

Senator Atuorr. So you took it away from where Stein had : 
control over it and put it in ray names of you three as trustees for 
the fund, is that correct ¢ 

Mr. FreepMan. That would be the gist of it; yes. 

Senator Atiorr. All right. I just wanted to get that straight. 

Mr. Correr. Going to the welfare fund of local 196, at the time 
when the Workman Co. closed down, I think there was a balance 
of $22,868 in the account, is that right # 

Mr. FreepMan. $22,868.20. 

Mr. Correr. And was that money withdrawn and placed in the 
local 53 health fund ¢ 

Mr. FreepMaNn. That is correct. However, an explanation should 
be made, Counsel. 

Mr. Corrrer. I wish you would. 

Mr. Freepman. Local 196 was a one-shop local, as explained. The 
employer closed down. The shop was out of existence. What we 
did, we had another local in Philadelphia, and we received permission 
of our international to merge the two locals, local 196 with local 53, 
which was a much larger local and had a contract with fifty-some-odd 
employers in Philadelphia. 

Mr. Correr. Have you the documentation as to the permission you 
received from your international ? 

Mr. FreepmMan. Yes. 

Mr. Correr. With you? 

Mr. Freepman. No; I wasn’t asked to bring that, sir 

Mr. Suapiro. We will furnish it. 

Mr. FreepMan. If you wish it. 

Senator Anvorr. All right. 

Mr. Freepman. After the locals were merged, then local 53 took 
over whatever there was in the local 196 health fund. 

Mr. Correr. Which was $22,000 ? 

Mr. FreepMan. $22,000 is the amount of money you stated, sir, and 
in addition to that we took over all the responsibilities of the welfare 
for all the members of local 196. 

Mr. Correr. As a matter of fact, you took over very little responsi 
bility, didn’t you, because most of the employees, when they were 
thrown out of work due to Workman’s ¢ ‘losing down, did not continue 
in the trade ? 

Piss: IrEEDMAN. Not all of them, but some of them are still members 

f local 58 and 53 pays on per capita and some of the members re 
ceive benefits. As a matter of fact when Mr. Suss was in my office, 
one of the members of the local 196 was in the process of receiving 
benefits on the basis of an operation and being out of work and sick. 

Mr. Correr. Was that the first one? 

. FreepMan. The second one. 
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Mr. Correr. How long ago did Workman close ? 

Mr. FreepMan. At the beginning of this year, sir. 

Mr. Correr. What kind of benefit would that be? 

Mr. FreepMan. $30 a week up to 26 weeks, hospitalization of $7 
per diem, surgical benefits up to $225. 

Mr. Correr. Who were the two people? 

Mr. FreepMan. One was Alton Finck. and the other one—I would 
have to check to make sure—had just applied for benefits just a week 
and a half ago. 

Senator Atyorr. The only one was the president of the union him- 
self ¢ 

Mr. FreepMan. The former president, sir. 

Senator ALLorr. When did he put in his application ? 

Mr. FreepmMan. He put in the application some time in the month 
of June when he underwent two surgical operations, sir, for a hernia, 
and removal of a stone in the kidney. 

Mr. Correr. Did you tell Mr. Suss when he was there that this was 
the first application you had had? 

Mr. Freepman. I don’t think so. 

Mr. Correr. That is his recollection. What happened to most of 
the proceeds of this $22,000 that was put in this 53 welfare fund? 

Mr. FreepMan. It is still in the local 53 welfare fund, sir. 

Mr. Correr. Was it invested ? 

Mr. FreepMan. 53 funds were invested, and if local 196 became 
part of 53 funds, then that part was invested. Part of it would be; 
yes, sir. 

Mr. Correr. If there was an investment made with the greater part. 
of local 53 funds after the $22,000 was put into it, it would follow 
that local 196 funds were invested ? 

Mr. FreepMan. On that basis local 196 funds would have been 
invested. 

Mr. Correr. What was it invested in? 

Mr. FrrepMan. In a first mortgage. 

Mr. Correr. On what? 

Mr. FreepMan. On a camp. 

Mr. Corrrer. What camp? 

Mr. Frrepman. I think it is Sylvan Lake Holding Corp. 

Mr. Corrrer. How did this come about? 

Mr. FreepMAn. In the latter part of 1954, a number of people came 
down to see me in regard to investing in a mortgage on a camp. 
I told them—— 

Mr. Correr. Who were these people? 

Mr. FreepMan. A number of people from New York, about 3-or 4 
people. 

Mr. Correr. Who? 

Mr. FreepMan. I had only seen them that one time. 

Mr. Correr. Pardon? 

Mr. FrerpMan. I had only seen them that one time, when they 
‘ame up and asked to make an appointment about a camp. 

Mr. Correr. You mean you don’t know their names? 

Mr. FrrepMan. Not offhand, I don’t know. 

Mr. Correr. They were strangers to you? 

Mr. FreepMan. Yes. 
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Mr. Correr. Did they sell you the idea of this investment ¢ 

Mr. FreepMan. ‘They didn’t sell me on the idea of the investiment 
it that time. 

Mr. Correr. What prompted you to make it? 

Mr. FreepMan. I told them I would discuss it with our international 
counsel and a month or so after that I met with our international 
counsel at a meeting and discussed it with him because he was a New 
Yorker and knew because the camp was in New York. 

Senator Attorr. Who is your international counsel 

Mr. FreepMAn. At that time, Harold Cammer. 

Mr. Correr. Did he send these people to you ? 

Mr. Freepman. I don’t know whether he did or not. He might 
have. IL don’t know. 

Mr. Correr. Did he draw the papers that arranged for the invest- 
ment ¢ 

Mr. FreepMan. Yes. He did all the legal work. 

Mr. Correr. Whom was he representing when he did it? 

Mr. FreepMan. He represented us, the union. 

Mr. Correr. Also the other parties ¢ 

Mr. FreepMAn. I don’t know. 

Mr. Correr. Do you know the nature and purposes to which this 
cunp was put? 

Mr. FrreepMan. I do not, sir. 

Mr. Correr. Have you heard or read the testimony that was given 
here the other day ¢ 

Mr. FreepMAn. No, sir. 

Mr. Correr. Would it come as a surprise to you that this camp, or 
this land that you invested in, was used for a camp that was teaching 
Communist line propaganda ? 

Mr. FreepMan. It would come as a surprise to me, yes. 

Mr. Correr. Did you have any discussion with Mr. Suss as to the 
nature of this camp in which you had invested your money ? 

Mr. FreepMan. No all-inclusive discussion. I think he briefly 
mentioned something about the camp, but that investment had been 
made, and I told him I knew no such thing about the camp. 

Mr. Correr. Then it isn’t a surprise to you today, as you indicated ¢ 

Mr. FreepMan. Surprise as you bring it out. He mentioned it in 
passing. He didn’t discuss it. That was just his opinion. I heard 
nothing about it from anybody else. I am a Philadelphian, not a 
New Yorker. 

Mr. Correr. Is it your belief that it isn’t ? 

Mr. FreepMan. No, I know nothing about it, s 

Mr. Correr. Would you think that would be a good investment in 
such property if that were so? 

Mr. FreepMan. No, I wouldn’t have made the investment if that 
were so, if we knew that to be so as a fact. We were just assured on 
the basis of what our attorney said that it was a good investment. That 
® percent would protect our money, and the welfare fund money. 

Mr. Corrrer. Do you know anything about Mr. Cammer’s repu- 
tation ? 

Mr. FreepmMan. Other than his being an attorney for our interna- 
tional and a very good one, I would say that is all I know about Mr. 
Cammer. 
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Senator Atvorr. Mr. Freedman, we havea few more questions which 
we would like to ask of you but which, because of circumstances, can- 
not be asked you at this time. We will therefore continue this hear- 
ing until 2 o'clock tomorrow afternoon in room 318, Senate Office 
Building. 

Mr. Suaptro. At 2 o’clock, is that, sir? 

Senator Atiorr. Two o’clock. 

Mr. FreepMan. I would be very willing to stay, Senator, tonight 
to finish it up. I would be most hi appy to stay to finish it up tonight. 

Senator Atvorr. Unfortunately, it can’t be done. You will be 
continued under subpena until that thesis. 

I think that is all for today. 

(Whereupon, at 5:32 p. m., the committee recessed to reconvene at 
2 p. m., Tuesday, December 6, 1955.) 
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TUESDAY, DECEMBER 6, 1955 


UNITED STATES SENATE, 
ComMMITTEE ON LABor AND Pusiic WELFARE, 
SUBCOMMITTEE ON WELFARE AND Pension Funps, 
Washington, D.C, 


The subcommittee met, pursuant to recess, at 3 p.m. in room 318, 
Senate Office Building, Senator Paul H. Douglas (chairman) pre 

ding. 

Present: Senators Douglas and Allott. 

Also present: Paul J. Cotter, chief counsel and staff director; Louis 
S. Reed, research director, and Francis X. Plant, chief investigator. 

Senator DoucGias. Gentlemen, Lam sorry Lt am late. I had another 
committee meeting which did not wind up as quickly as I had hoped. 

‘The first witness today will be Mr. Angelo Inciso, who resumes the 
stand. 


FURTHER TESTIMONY OF ANGELO INCISO, PRESIDENT, UAW-AFL 
AMALGAMATED LOCAL 286, CHICAGO, ILL. 


Mr. Correr. Mr. Inciso, would you explain, in carrying on the 
allairs of your union, how you break down expenses into various 
categories? For instance, in looking at the financial statement sub 
mitted covering the year 1954, it was noted that you had such matters 
as organizational expenses. What would come under that / 

Mr. Inciso. Under, “Organizational expenses” would come any 
Money paid to people where they are on strike. They are paid p40 a 
week, Also we would have cash to buy sandwiches or if we had to use 

for other things, it would be used out of that cash. When | would 
come back I would make out a report stating what shop it was for 
an what the money was used for. 

Mr. Correr. And that is about all it would include 4 

Mr. Inciso. That is about all it would include. 

Mr. Correr. Now “Transportation” —what would that include ? 

Mr. Inciso. Transportation would be traveling, wherever I hap- 
pened to be traveling to. 

Mr. Correr. Would that include the total cost of travel or just the 
railroad or airplane tickets / 

Mr. Inciso. It could be cab fare, it could be a car or an airplane, 
Whatever I used wherever I went. 

Mr. Correr. My point is you wouldn’t put hotel bills and food in 
transportation, would you 4 

Mr. Inctso. We may have. It could be an airplane ticket or train 

ket, or whatever it may be. I would try to break it down. 
1547 
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Mr. Correr. In your list of disbursements for 1954 I see you have 
$3,508.69 for public relations expenses. What would be included i 
that type of expense / 

Mr. Inerso. I don’t know offhand. If I could see it, maybe I would 
recall it a little more. 

Mr. Correr. Public relations expenses, $3,508.69. 

Senator At.orr. This is the same statement Mr. Edes had yesterday 
afternoon. 

Mr. Inciso. That would be broken down according to what Doria 
wrote up. I would only know if I saw the vouchers. 

Mr. Correr. Wouldn’t you have to give some category to these 
expenses so Mr. Doria might know how to classify them out there! 

Mr. Inciso. They would be broken down in what is known as a dis 
bursement voucher. 

Mr. Correr. Wouldn’t it have some— 

Mr. Inctso. Explanation ¢ 

Mr. Correr. Yes. 

Mr. Inciso. It would. 

Mr. Correr. But it wouldn’t describe them as public relations ex- 
penses¢ He would have to determine whether they were public re 
lations or not? 

Mr. Inctso. That is right. 

Mr. Correr. I see in your list of disbursements for 1954 you have 
hotel expenses, $920.62. 

Mr. Incrso. It could be. 

Mr. Correr. Would that be for any hotels out on the road? 

Mr. Inciso. It could be. 

Mr. Corrrer. Or local hotels where you might have to entertain 
committee members or something ¢ 

Mr. Inctso. It could be. 

Mr. Correr. You have in your list of disbursements for 1954 one 
item of $25,000, “Notes Receivable (Precision Tool).” Would you 
explain that item ? 

Mr. Inctso. That is a loan we made to one of the manufacturers. 

Mr. Correr. When did you make the loan ? 

Mr. Incrso. I don’t recall. It was maybe a year and 2 or 3 months 
ago. 

Mr. Corrrr. How large was the loan ? 

Mr. Inciso. All together it was $40,000. 

Mr. Correr. Is this one of the plants you organized ? 

Mr. Inciso. That is right. 

Mr. Correr. What would be the circumstances of making that 
loan ? 

Mr. Inctso. Management told me at that time he was short of 
money and was trying to make a loan from the banks—I think he said 
to pay his taxes and he didn’t have it and he might have to go to the 
bank to make this loan and it would take a little while. I told him 
we would be more than glad, since it would help him and help the 
people in the shop—it was s his p eople’s money—we would be more th: . 
glad to loan him the money, but it would have to be paid back in 
vear. and he would have to give us a rundown on all his equipme +; 
how much it was worth, and so forth, and we would loan him the 
money for 1 year, $40,000, with no interest. 
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Mr. Correr. How many employees did he have / 

Mr. Inciso. About 135. 

Mr. Correr. Is it true that you were on strike with this company 
it the time this loan was made? 

Mr. Inctso. That is right. 

Mr. Correr. Did that settle the strike, your loaning him the money ‘ 

Mr. Inctso. No; it didn’t. 

Mr. Correr. Was it a friendly strike ? 

Mr. Inciso. It would depend on who you talked to. As far as I 
am concerned, it was a friendly strike. I don’t know what the man- 
agement would think of it. 

Mr. Correr. Have you made other such loans ¢ 

Mr. Inciso. Yes; we have. 

Mr. Correr. When you are on strike with the company ¢ 

Mr. Inctso. No; I wasn’t on strike with the other company, but 
they were short of cash and were supposed to have been put out of 
business. He could not meet the payments to the people in the shop 
who are part of our union, so I would loan him the money so he would 
be able to pay the people their wages at the end of the week. 

Senator AtLorr. Do you have the bylaws of your union? 

Mr. Inctso. We use the international bylaws. 

Senator Atuorr. Do you have a copy with you? 

Mr. Inctso. No, I don’t, sir. 

Senator Atiorr. Can they be furnished ? 

Mr. Inciso. They sure could. The international has a lot of them 
and so have we. 

Senator Atuorr. I don’t care about the international bylaws. I 
want the bylaws of your union. 

Mr. Inctso. We follow the international bylaws. 

Senator AtLtorr. Would you furnish those, Mr. Edes? ? 

Mr. Epes. We would be very happy to, Senator. 

Senator Atitorr. Now do these bylaws provide—who made the 
decision that you were to loan this $40,000 ? 

Mr. Inciso. I did. 

Senator Atiorr. Who talked with you about it? 

Mr. Inctso. Management. 

Senator Atitorr. Who is management? I don’t know him. 

Mr. Inctso. The man who owns the company. 

Senator Aruotr.: What is his name? 

Mr. Inctso. Mr. Stahl. 

Senator AtLorr. Does he own the entire company ? 

Mr. Inctso. As far as I understand; yes. 

Senator Attorr. And you talked only with him ? 

Mr. Inctso. That is right. 

Senator Atiorr. Do your bylaws provide that you can loan the 
money of your organization ? 

Mr. Inctso. No; it doesn’t say that we can make loans, as such. 

Senator Attorr. Do the bylaws of your union provide that you 
can make loans, personal, of union funds? 

Mr. Inctso. It says I shall use judgment. 

Senator Attorr. Mr. Edes, can you answer my question ? 


* The bylaws referred to are on file with the subcommittee. 
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Mr. Epes. I wouldn't know without examining the bylaws, Senato: 
I think what the witness is attempting to say—this is just surmise 
that the bylaws provide for discretion in the president of the local] 
union with regard to the management of union funds, but that is just 
a wild @wuess. 

Senator Atiorr. Do you mean the international bylaws of this 
union permit a president of a union absolute discretion in the use of 
funds? 

Mr. Inciso. In this particular instance I honestly believe it was 
to help the people, since it is the people’s money. I saw no harm 
in it. 

Senator Atiorr. Never mind what you saw. If you will just con- 
fine yourself to answering my questions, Mr. Inciso, and if your 
torney believes that you haven’t been given a full opportunity to ate ite 
your side, you will be given an opportunity, but in the meantime if 
you will confine yourself to answering my questions, I would appre- 
ciate it and I think we will make better progress. 

I want to find out about this. You say then that you have full 
power and authority to decide yourself how these funds shall be used 
and in this instance whether or not they shall be loaned ¢ 

Mr. Inctso. That is right. 

Senator ALLorr. Did you ever have a meeting of your union to 
vote upon whether or not this loan should be made? 

Mr. Inctso. No; we didn’t. 

Senator Atuorr. Did you ever have a meeting of your union, or 


vote of your union, to decide whether any of the other loans that 
vou made should be made ? 

Mr. Inctso. No; I didn’t. 

Senator Atiorr. And did anyone participate in the decision as to 
whether those loans should be made, except you ? 

Mr. Inctso. No one but myself: 

Senator Attorr. And these loans were made out of the regular 
account of the union ¢ 

Mr. Inctso. That is right. 

Senator Attorr. And that is the account that was referred to yes- 
terday in which were placed union dues, initiation fees, insurance 
moneys, and dependent insurance moneys generally ? 

Mr. Inctso. That is right. 

Senator AtLorr. When you made this loan to these people—what 
are their names? 

Mr. Inctso. Mr. Stahl, of Precision Paper Tube. 

Senator Atiorr. Did you take a note? 

Mr. Inctso. Yes; we have. 

Senator Atuorr. Did you take a chattel mortgage on their 
ment, or a real estate mortgage upon their property ? 

Mr. Inctso. I don’t know. It was written up by the lawyer, Sam 
Oddo. 

Senator Atvorr. Did he act for you in this case; that is, for you 
or for the union, or both? 

Mr. Inctso. For both. 


Senator Anvorr. You don’t know whether a mortgage was take! 
to secure that note? 


equip 
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Mr. INcIso. I know that the piece of paper 

senator ALLOTT. Kither a real-estate mortgage or ; hattel mort- 

ve él 

Mr. Inciso. I know we have all the papers written up and I have 

em in my office. Now if it is a real-estate mortgage or chattel mort- 

ve, I don’t know. 

Mr. Epes. It is my understanding that this was a chattel mort- 

ve, representing a first lien on all the machinery and equipment of 
he company. 

Senator Atnorr. Is that what Mr. Inciso told you or what Mr. 
’ldo told you! 

Mr. Epes. I have never spoken to Mr. Oddo and I wouldn't know 
him. but we would be very happy to supply the Senator either with 

iplicate copies of the documents— 

Senator Atiorr. I don’t think that is necessary, but I would be 
interested in knowing how it was secured, if it was. That is all, 
for the moment. 

Senator Dovenas. Mr. Inciso, I was somewhat surprised to find 
that you had made a loan of $40,000 to the Precision Paper Tube 
Co. when your members were out on strike in the same company. 
It seems somewhat unusual to be conducting a strike on the one hand, 
and to be loaning money to the company whose plant is being struck 
on the other. You testified that the strike continued, so apparently 
the loan was not made in order to get a favorable contract. Now 
that is what puzzles me. Do you have any explanation of that? 

Mr. Inctso. Yes; I do, sir. 

Senator Dovucetas. I would be very glad to have it. 

Mr. Inctso. While the people were out on strike, I was meeting with 
the management to negotiate an agreement. The management told 
me at that time that he was short of money, not that he was bankrupt. 
He was just short of money at that particular time. I think it was 
to pay his taxes. I told him that we would be more than glad to 
make him a loan, but it would have nothing to do with the strike and 
the conditions of the people would have to be gotten. When I got 
those conditions and the people were back to work, then we gave him 
the money. 

Senator Doueias. The money was loaned after the strike was 
settled 2 

Mr. Inciso. That is right. 

Senator Doveras. I thought your testimony had been that it did 
not affect the termination of the strike but that the strike continued? 

Mr. Inctso. The loan did not affect the strike because the strike was 
going on when I was talking to him about it, and I told him I would 
give it to him, 

Senator Doveras. Which happened first, the termination of the 
strike or the loan ? 

Mr. Inctso. The termination of the strike came first. 

Senator Dovetas. After that, you made the loan ? 

Mr. Inciso. After that we made him a loan. 

Senator Doucias. Now may I ask this question: Who is the owner 
of Precision Paper Tube? 

Mr. Inctso. A man by the name of Mr. Stahl. 

Senator Doveras. How isthat name spelled? S-t-a-h-l? 
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Mr. Epes. That is my understanding. 

Senator Doveias. The same as Jake Stahl, the celebrated first base 
man of the previous generation ¢ 

Is it true that Mr. Stahl owns four corporations, of which Precisio: 
Paper Tube is one, and that these are located in one building? 

Mr. Inciso. I don’t know if he owns four corporations. I don’t 
know of four. All I know is that he owns Precision Paper Tube and 
part of it is on one floor and part on another floor. Then T also 
understand that he owns another little company that used to be in 
the basement but has since moved out. If there are other companies 
he owns, he never told me. 

Senator Dovueias. You watch this industry rather closely, don’t 
you, knowing the employers and the work which they do, because 
naturally you would want to organize each company; would you not ! 

Mr. Inctso. Yes; I would. 

Senator Dovetas. I would like to have Mr. Albert Imle take the 
stand. Mr. Imle, have you been sworn in this case ? 

Mr. Imur. Yes. 


TESTIMONY OF ALBERT R. IMLE, ASSISTANT COUNSEL, SUBCOM- 
MITTEE ON WELFARE AND PENSION FUNDS 


Senator Doucias. So you are already under oath to tell the truth, 
the whole truth, and nothing but the truth ? 

Mr. Imux. That is correct. 

Senator Dovetas. Will you tell us what you know about Mr. Stalil 
and the Precision Tube Co. and other companies he may have? 

Mr. Imix. Mr. Stahl told me he owns four corporate entities, al! 
housed in the same building, formerly a school. 

Senator Dove.as. Where is this? Do you have a record? 

Mr. Ime. At the time I spoke with him and his assistant, he said 
that Precision Paper Tube was the largest of the four, but that is the 
only one that was organized, and that the others have never been 
touched, he said. I spoke with Miss Mates, and the company is at 20:35 
West Charles Street, Chicago. 

Senator Dovucias. Now, Mr. Imle, do I understand your testimony 
is that there are four companies under one roof owned or directed by 
the same man, Mr. Stahl? 

Mr. Imex. That is correct. 

Senator Doveras. Could he be identified more precisely for the 
record, his initials? 

Mr. Ime. Yes. 

Mr. Inctso. Senator, may I say—— 

Senator Doucias. Just a minute. Your turn will come. 

Mr. Ime. William F. Stahl. 

Senator Doueias. Now, do I understand that these other three 
companies, Mr. Imle, are not organized / 

Mr. Imur. That is correct, they are not organized. And, incide! 
tally, I believe they have separate master policies, carried under Amer 
ican Continental. 

Mr. Inciso. They may have. . 

Senator Douvcias. You mean they have employer policies placed, 
however, with the same insurance company ? 
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Mr. Ime. That is correct; yes. 

Senator Dovgtas. Mr. Inciso, this is an interesting situation. You 
have one of the four plants organized, this Precision Paper ‘Tube Co., 
but do not have the other three plants, located in the same building, 
although they are paying insurance to the insurance company of whic ‘h 
you are chairman of ‘the executive board. 

Mr. Inciso. Senator, I am proud to know it. [ never did know 
about it, but 1 am going to look into it. All I knew is that he had one 
company. 

Senator Dovetas. Well, Mr. Inciso, I had always thought you were 
a very able man. 

Mr. Inciso. I must be slipping. 

Senator DoveéLas. And I am somewhat startled to find you hadn't 
known there were three companies under this roof besides the Preei- 
sion Co, and that you apparently, therefore, have m: ade no effort to 
organize them. Now, I can’t believe that this is typical of your nor- 
mal ability, Mr. Inciso, because very frankly—and I am not paying 
you false compliments—I have never thought there was anything 
wrong with your mental ability. 

Mr. Incrso. Senator, all I know is that when we had them on strike 
it was Precision Paper Tube Co. They had two floors in the building. 
In the basement was a little company that is not owned by him so far 
as I know. 

Senator Doveias. How many floors are there in the building ? 

Mr. Inctso. There are about five floors. 

Senator Doueias. On what floor is the Precision Co. ¢ 

Mr. inciso. L assume it is on the third and fourth. 

Senator Doug.as. In other words, to get to the third floor, if my 
arithmetic is correct, you have to go up to the first and second floors. 

Mr. Inctso. There happen to be different names on them. 

Senator Dovetas. You never thought about these companies on the 
first and second floors ? 

Mr. Inctso. Yes, I did. The company on the first floor and in the 
basement has done some work similar to his. | passed handbills out 
and I had cards signed and they moved out. 

Senator Douetas. I am not asking you to go to the basement. be- 
cause I think that is making a request upon a union organizer which 
may be excessive, but I should think as you went into ‘the first floor 
you could see whether or not that was a plant eligible for organization. 

Mr. Inciso, Senator, I did do that. 

Senator Doucias. You did ? 

Mr. Inciso. And I also went into the basement—TI am not too proud 
to walk into the basement. I went to the basement and I talked to 
people down there. I got them to sign cards. The minute I pre- 
sented the cards—about 2 months later, they moved out. 

Senator Doveias. And you didn’t follow them ? 

Mr. Inciso. I have followed that particular company but it’ does 
not t belong to him, so they tell me. I know where the company is and 

are in the process of getting together with them. 

“Sate Doveras. Well now, let's see. This is the first floor. Now, 
there seems to have been another firm on the second floor. Did you 
ever stop on the second floor in your progress to the third floor? ~ 


Mr. Inctso. Yes, I did. 
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Senator Douguas. What did you see on the second floor? 

Mr. Inctso. The second floor, there are two different companies | 
don’t recall offhand—but in one of them I think there was 1 or 2 
people, and the other just about 3. I didn’t pay too much attention 
to it. 

Senator Dovaias. These occupied the entire second floor? 

Mr. Inciso. There may be 4 or 5 little companies on the second floor. 

Senator Dovue.as. Didn’t this excite your attention as an ardent 
organizer ¢ 

Mr. Inciso. No; because I was working on bigger plants than that 

Senator Doverias. Well, why disregard this second floor in your 
progress up to the third and fourth floors? 

Mr. Inciso. I only have so much time, Senator, and I love to or- 
ganize, but I can only doso much. When I get back I will look them 
over again. 

Senator Doverias. On the way, you could pick these up. Now, 
above the fourth floor, Mr. Inciso, is the fifth floor. There are com- 
ge up on the fifth floor. Was your curiosity ever excited and 

lid you progress beyond the fourth floor, or did your spirit of “Ex- 
celsior” only carry you up to the fourth floor ¢ 

Mr. Inciso. Well, I wouldn’t put it exactly that way, Senator. 1 
would just say I never got up there, but when I get back I will look 
into it. 

Senator Douetas. This is very tardy recognition of the enterprises 
under one roof, Mr. Inciso. You made a $40,000 loan to this company 
with 3 other companies under 1 roof; but apparently you made no 
effort, except possibly passing a cards at one company, to organize 
them? Now, don’t you think that you have been a little—what shall 
I say—indifferent, to the welfare of the worke w in these companies? 

Mr. Inctso. Senator, all I can say is that I do not know that he 
owns 3 or 4 companies In that building. I have not even heard him 
state it here, yet. 

Senator Doucuas. I believe our investigator is a truthful man. I[ 
have never known him to lie, and here he discovers in one interview 
what apparently escaped you in a long period of contact. 

Mr. Inciso. I have asked the people 1 In our union, Senator—I have 
asked them if this company owns any other shops in the building and 
they have stated “No.” I do not know of any. 

Senator Doveias. Who told you? 

Mr. Inctso. The people who work in the shop. 

Senator Doueias. You never asked Mr. Stahl? 

Mr. Inctso. No; I never asked him. 

Mr. Correr. Are you a long time friend of Mr. Stahl? 

Mr. Inciso. No; I just met him during the strike. 

Senator Doveias. And yet just meeting him during the strike you 
were so captivated by his business prospects and personality that you 
felt you should loan him $40,000 of union money, even though there 
were other companies which it now turns out were closely affiliated 
with him in the same building which apparently you did not make 
strenuous efforts to organize. 

Mr. Inciso. Senator, all I can say is that the gentleman has not 
mentioned the names, so I don’t know if it is true or not. I have never 
heard of any. Iam not going tosit here and say I did. I don’t know. 
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Senator DouGias. Well now, may the Chair make a statement about 
this matter? I do not regard it as part of the normal functions of 
; committee to inquire into the disposition of union funds as such, 
cause I don’t think that is under the terms of reference which were 
given to us. Hlowever, since charges have been made—and in my 


doment there is a reasonable basis for these charge that imsurance 
funds are commingled with the union funds, | do not think we can 

scape going into the disposition of these joint funds. Not because 
they are union funds, but because they are funds in which insurance 
money has been commingled. 

Senator AnLorr. Mr. Chairman, I think yesterday afternoon when 
you had to step out of the room to receive those telephone calls, we 
vent into this matter completely of how these were handled and we 
discussed several receipt vouchers and introduced them into the record, 
which show without a question that there is a commingling of insur 
ance funds with actual union funds here, and that was the reason I 
was cross-examining, because actually he used funds upon which he 
had owed a fiduciary responsibility in making this loan. 

Senator Dovue.as. Just to furnish information to the general public 
which may, incidentally, help Mr. Inciso but which is not intended for 
that purpose, since we aim to be neutral in these matters, but the three 
companies whose names you found it impossible to determine are the 
Plastic Packaging Co., the Resinite Corp., and the Hartford Branch 
of the Precision Paper Tube Co. 1 think you will find these have 
common ownership and direction. Now, this is not done to help you 
in your organizing campaign. 

Mr. Inciso. No; but may I comment ? 

Senator Doueias. Surely. We don’t want to shut you off. 

Mr. Inctso. The Resinite Co. was just moved in there in the last 
month or two. I have not signed up any of those people yet. 

Senator Douvetas. What floor do they occupy ! 

Mr. Inctso. The basement. 

Senator Douaias. While one company moved out of the basement, 
the other moved in? 

Mr. Inctso. That is‘right. 

Senator Doveras. Do you have an antipathy to organizing in the 
basement ? 

Mr. Inctso. Any place I will go where there is something to do. 

Senator Dovetas. Why haven’t you been down to the basement ? 

Mr. Inctso. I have been down to the basement and I have been in 
the process of organizing that. I understand his son owns that plant 
and not him. The plant in Hartford is not within my jurisdiction. 

_ Senator Dovenas. I am informed that part of that Hartford plant 
is In Chicago. 

Mr. Inctso. The Resinite plant is the one that was in the base- 
ment and we were in the process of organizing it and they moved 
to Muskogee, so [ have covered it as thoroughly as I can. 

Mr. Correr. Is it a little inconsistent that you should be able to 
make a loan of $40,000 without any authority other than your own 
decision, and still have to defer to Mr. Doria with respect to keep- 
ing records? 

Mr. Inctso. That is right. 

Mr. Correr. You say it is inconsistent ? 
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Mr. Inciso. No; I did do it. 

Mr. Corrrer. How do you explain the inconsistency in your author- 
ity ¢ 

Mr. Inciso. As far as loaning money out of the treasury is con- 
cerned, I have the right to do that, and all I have to send Mr. Doria 
is a voucher as to what I have done with the money. 

Mr. Correr. But he won’t let you keep the records? 

Mr. Inctso. I don’t know why you say he won’t let me k 

Mr. Correr. As financial secretary, he insisted t} 
be kept in Los Angeles or Milwaukee ? 

Mr. Inciso. As financial secretary-treasurer that would be his job. 
All we were told was to mark our incoming and outgoing money and 
he would take care of the rest. 

Mr. Correr. Going back for a moment to organizational expense 
that you described a little while ago, I have voucher No. 215, dated 
October 8, 1953, “$1,500 paid to Inciso, advance on organization 
expense.” There is no other detail. Wouldn’t you support a with- 
drawal of that size with any further deail ¢ 

Mr. Inciso. Yes, I should, and I think I have. It may be mi 
placed. But every time that I would take money out, I would mark 
it down. I went chroma two of them myself where I saw there was 
no explanation. I don’t know why the girl put it that way, but at any 
time there was an advance it was said what it was advanced for and 
if there was any money over, I would bring it back and so state it. 

Mr. Correr. Here is October 16, 1953, “$1,992, Angelo Inciso, 
advance on organization expense.” 

Mr. Inctso. That could be money we were spending on the picket 
line, such as paying for sandwiches or any little money we needed. 

Mr. Correr. You don’t indicate a strike, or what it is for. 

Mr. Inctso. Believe me, Iam at a loss on that because I do tell 
the girl to write them down. Now, she may have forgotten to write 
them down, but somewhere there must be some bills where I mark it 
all down. 

Mr. Correr. November 25, 1953, voucher 219 : “$2,000, Angelo Inciso, 
advance on organization expense. » No detail. 

Mr. Inctso. Does it state the name of the shop there ? 

Mr. Correr. Voucher No. 216, dated October 16, 1953, which is in 
the amount of $1,992, I gave you the detail on the first one. The third 
one I have read is voue her No. 219, dated November 25, 1953, in the 
amount of $2,000 to Angelo Inciso, “advance on organization expense.” 

Mr. Inctso. Does it state the name of the company on there or 
anything ? 

Mr. Correr. Nothing. We will be glad to show you these as soon 
as I read them. November 27, 1953, $2,000, Angelo Inciso, “advance 
on organization expense.” December 4, $1,000, Angelo Inciso, “ad- 
vance on organization expense.” December 28, $2,000, Angelo Inciso, 
“advance on organization expense.” 

That appears to be in the fall of 1953. Did you have any heavy or- 
ganization expense right around Christmas time? 

Mr. Inciso. That could be. It could be quite a few companies I am 
working on. 

Mr. Correr. January 4, 1954, $1,000, Angelo Inciso, “advance on 
organization expense,” “voucher No. 225 
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Voucher No. 226, $1,000, January 4, “advance on organization 
f xpense.” 

Mr. Epes. I am sorry. I didn’t gel the date on that last one. 

Mr. Correr. There are 2 on January 4, 1 on voucher 225 and 1 on 

| voucher 226. 

Mr. Epes. Both for $2,000 ? 

Mr. Correr. Both for $1,000, No. 227, January 1s, $2,000, Angelo 
Inciso, “advance on organization expense.” January 21, 1954, $266.14, 

relo Inciso, “advance on organization expense.” 
itor Dovenias. Would you state what the summation of these 
tems amounts to? 

Mr. Correr. It appears to be approximately $15,000, 

Senator Doveras. And over what period of time ‘ 

Mr. Correr. The first one is October 16, 1953 to January 21, 1954. 

Mr. Epes. Wasn’t the first one October 8 / 

Senator Dovenas, So in the space of a little over 3 months you 
had a series of checks for organization expenses, with no further item- 
ization, drawn to the order of Angelo Inciso ? 

Mr. Correr. Could these be passed down to Mr. Inciso, so that 
he could confirm that they have no detail on them other than that 
which was read ? 

Mr. Inctso. Senator, I am sure that there are vouchers here for 
all of this money. 

Mr. Correr. You have them, sir, don’t you’ Aren’t those the 
vouchers you have? 

Mr. Inctso. There are other little papers that show what most of 
this money is for. 

Senator Atuorr. Mr. Inciso, are those not the identical instruments 
sent to Mr. Doria to keep the union’s books? 

Mr. Inctso. Yes, they were, but the bills that were attached to these 
ire here, 

Senator Atiorr. Would you produce them ? 

Mr. Inctso. I have tried to find them and if anybody can find 
them I would like to know where they are. One day I found some 
minutes here and I don’t find anything more. 

Sentor Doveias. Your attorney has equal access to these records 
as the members of our staff. 

Mr. Inctso. Oh, yes, I have some of these in my hand myself and I 
have tried to look for them. There is an explanation for all of these 
here. When I put “advance for organization”—this is from the spe- 
cial fund. I would come back and tell the girl what it was for and I 
would receive the money back from the local union fund. In other 
words, the local union would give me the money back to go back into 
my special fund. I am sure one of the accountants or one of the fel- 
lows going through the books has verified that. 

Senator Attorr. Now just so the record will be clear, this money 
was drawn under the vouchers which have just been read and was taken 
from the regular account of the union, which included the insurance 
funds? 

Mr. Inciso. No, it was all taken from the special fund. 

Senator ALtorr. All from the special fund? 

Mr. Inctso. That is right. 
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Senator Atiorr. This is the fund which you had which you said 
I believe, Mrs. Cline did not know about, and Mrs. Hall did kno 
about. 

Mr. Ixciso. Mrs. Cline would not know anything about the union 
oflice, since she did not work there. 

Senator Auuorr. All right. Iam just identifying her. Mrs. Hall 
did know about it ¢ 

Mr. Inciso. Mrs. Hall would know about it because I would tell 
her. Now, there was a girl there before her. 

Senator ALLOT?. This was supplied with funds solely from | 
union’s regular fund ¢ 

Mr. Inciso. We would take them from the regular fund and p 
them back into the special fund. 

Senator Atrorr. And you were the only person whose signatur 
was authorized on that fund, and the only person empowered to direc 
or authorize or draw funds from the spec ial fund, also; is that correct’ 

Mr. Inctso. That is right. 

Senator Arxtorr. Did you ever deposit funds in the special fund 
from other than the regular union fund ? 

Mr. Inciso. I may have, but I don’t recall. 

Senator ALLorr. Was it in the same bank as the regular unio! 
fund? 

Mr. Inciso. Yes, it was. 

Mr. Correr. We have a voucher here dated February 7, 1! 52, Mr 
Inciso, in the amount of $1,200, to L. R. Sohn & Co. There is a bill 
attached and it appears to be for “one gent’s diamond ring,” and th 
voucher has on it “organization expenses.” 

Mr. Incrso. That would be wrong. 

Mr. Correr. How would you classify that? 

Mr. Inctso. It should be made as a gift. 

Mr. Correr. How would you put it down in your expense state 
ment? You h: ave some flor: il wreaths here in your 1954 list of dis 
bursements for $534, but I don’t see any str: aight gift classification. 

Mr. Inctso. I did not make up that form there. All I would do is 
send the papers to Doria and he made that form out. Now, the gir! 
may have wrote it in wrong. 3 

Senator At.orr. Now, Mr. Inciso, you have testified that you made 
up these vouchers in your office, ail of them, and sent them to Mr. 
Doria, and Mr. Doria made = the statements of expenses and disburse- 
ments of the union from the vouchers that you sent to him, and 
this is one of those vouchers? 

Mr. INnctso. Right. I would send him a voucher, but I do not know 
what he wrote in there. Now, I assume that the girl typed it in 
wrong. 

Senator Atiorr. Well, Mr. Inciso, this is a carbon copy. Mr 
Doria didn’t have copies of vouchers in his office to make these. 

Mr. INctso. What one is that from? 

Senator Atiorr. Well, it says No. 7429. All it says is “February 
7, 1952, $1,200, disbursement record.” It is on the general fund. 

Mr. INciso. So the money would have come out of the general fund 
One of these copies would go to Mr. Doria. 

Senator Atuorr. So it w asn’t made out in Mr. Doria’s office at 
It was made in your office. 
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Mr. Inciso. I never said that. I said the girl makes it out in our 
office and sends a copy to his oflice. 

Mr. Correr. Well, you think she would take it upon hers elf to put 
this down as organizational expenses ¢ 

Mr. Inctso. She could have made a mistake. 

Mr. Correr. What was the purpose of buying a $1,200 ring out of 
union funds, Mr. Inciso? 

Mr. Inciso. We have different local unions that do not belong to this 
local union and at various times they do me favors, and I consider it 
good business, as any businessman knows, when anyone does any 
thing of value for you, for your appreciation you should give him 
<omething, and that is what I have done. 

Mr. Correr. Did you get the consent of your dues-paying mem- 
bers for this? 

Mr. Inciso. No, because it would take me so long to get all my dues- 
paying members together, that before I get it done, it would be out of 
style. 

Mr. Correr. To whom did the ring go? 

Mr. Inctso. I am almost sure it went to one of the teamsters unions. 
[ have the name down some place because | put everything down that 
[ do. I don’t think it was one ring, I think it was two rings. 

Mr. Correr. You are the UAW-AFTL, are you not ¢ 

Mr. Inctso. That is right. 

Mr. Correr. Do you have teamster locals ¢ 

Mr. Inctso. No; I don’t, but many times when the men are on strike 
I ask them if they will give me a little advice, or how do they think 
| am doing, could they he ‘Ip me out. They have done their best and 
whatever they thought was right, they have done. After all, it helps 
out quite a bit. 

Mr. Correr. That was on February 7, 1952. On April 22, 1952, 
under “special voucher No. 38”°—that would be your own ei ‘would 
It not ? 

Mr. INctso. That is right. 

Mr. Correr. There is a disbursement of $1,100 to L. R. Sohn & Co., 
for * ‘organization: al expenses’ > and attached to that is a bill for “one 
gent’s ring, $1,100.” 

Mr. Incrso. Right. She may use the word, or I may use the 
word, $ ‘organizational expense,” when we are organizing a shop, 
where other unions help us out and we get some advice from them 
Where we think it does a lot of good. We might have called it “organi 
zitional expense” because we are trying to organize a shop. It was 
actually a gift. You could use the word “gift” or “organizational 
expense, 

Mr. Correr. These were pretty flashy rings, weren’t they ? 

Mr. Inctso, I got some pretty flashy information for it. 

Mr. Correr. Did you get better information on your second one, or 
lil you get. a discount on ‘the sec ond one? 

Mr. Inciso. I try to get as much discount as possible, but I assume 
that Conte you a little less. 

*, Correr. You say you _ this for information you received ? 
INnctso. No, for help I receive. In other words, I would ask 
em i information, how they could help us out. 
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Mr. Correr. To whom did you give the second ring on April : 

Mr. Inciso. I am almost sure that is with the teamsters union. 
have a voucher where I wrote down who we gave them to. 

Mr. Correr. Is it the same localé The two rings went to the sa: 
local ¢ 

Mr. Inctso. If you will remember, there is a voucher here, and | 
think I talked to this gentleman here, and he said, “What is this/ 
And I gave the names. I happen to think it is from the teamste: 
union. 

Mr. Correr. What teamsters union ¢ 

Mr. Inctso. 705 in Chicago. 

Mr. Correr. And who would the officials be / 

Mr. Inciso. There are various officials. 

Mr. Correr. You mean you didn’t know who received the ring ‘ 

Mr. Inciso. Yes; I do. I am almost sure one of them was B 
Woods. 

Mr. Correr. Who is the other fellow ¢ 

Mr. Inciso. I can’t recall offhand his name, but I think it would 
be Louis Peick. 

Mr. Correr. Is that Bill Worth ? 

Mr. Inctso. Woods. 

Mr. Correr. Who was the other one? 

Mr. Inciso. Louis Peick. 

Mr. Correr. On January 25, 1952, on voucher 7369—and that 
the general fund—there is a disbursement of $1,050 to L. R. Sohn & 
Co., and it is listed as gifts, organizational expenses. And the bill 
attached from L. R. Sohn & Co. is “T'wo diamond dial watches, $300, 
and two diamond watches and bands, $750.” ‘Those were also gifts‘ 

Mr. Inciso. That is right, and I can give you the names, if you want 
them. 

Mr. Correr. And they were also to the teamsters / 

Mr. Inciso. Right. 

Mr. Correr. Let’s have the names. 

Mr. Inciso. One of them goes to Ed Fenner, from the Chica 
teamsters, which is not. a part of the AF of L 

Mr. Enrs. I might indicate there are two local 705 teamsters unions 
in Chicago. One is an independent, unaffiliated organization. The 
president, or director, as he calls himself, is Mr. Edward Fennet 
There is another—— 

Senator ALtitorr. Is that the independent ? 

Mr. Eprs. That is the independent. There is another local 705 
which is afliliated with the teamsters, A. F. of L. I could be wrong. 
but there are bills here which state those names. 

Mr. Correr. There may be. 

Mr. Inciso. We have the names right on them. But I think tly 
other watch went to Louis Peick. Now I am not sure. but I know 
there are bills here that will state where all those things went to. 

Mr. Correr. There are four watches. 

Mr. Inctso. Two watches. There are four watch fobs. 

Mr. Correr. You wouldn’t pay that much for two watch fobs, would 
you? 

Mr. Inciso. It might be a money clip. 


a 
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Mr. Correr. We have some money clips, too. ‘There are 2 rings 
nd 4 watches—$1200, $1,100 and $1,050—totaling in the neighbor 
hood of $8,400. Was it your custom to make gifts of that proportion 
to various people ‘ 

Mr. Inctso. Anyone that done us a favor, that we thought would 
help the whole union tremendously, as | have saw other businessmen 
iid big businessmen give things to people who have done them favors, 
|. in turn, believe that these people have done me some tremendous 
favors. I don’t-believe it would be honestly good to give them money, 
« we gave them a token of what we thought would be good apprecia 
tion of what they had done for us. 

Senator Atnorr. A $1,000 diamond ring is just a token 

Mr. Inciso. A token of appreciation, as far as 1 am concerned. 

Mr. Epes. Mr. Cotter, 1 don’t believe the witness fully understood 
your question and, with your permission, | would like to ask him 
whether he always gave gifts of this size, or this value. 

Mr. Inctso. No; there are a lot of smaller gifts than that. As you 
will notice, we have also given many gifts for Christmas to our com- 
mitteemen and stewards, which would amount to about S200 gifts, 
such as toasters, electric blankets. All of our committeemen and 
stewards receive something every year, the same as this year. 

Mr. Correr. But you didn’t give them any $1,200 toasters 

Mr. Inctso. I don’t think. A $1,200 toaster would not be in line 
for those people at this time. 

Senator ALLorr. Getting back to this one purchase from L. R. Sohn, 
could it be possible that Mr. Sohn did not deliver these watches / 
Who is he? 

Mr. Inctso. If he didn’t deliver them, he sure kept the money. But 
| say he did deliver them. He turned them over to me personally. 

Senator Atnorr. Now this bill for $1,050, which is the last one Mr. 
Cotter questioned you about, says “T'wo diamond dial watches, $300.” 
Now, who got those—that is what I want to know. You have given 
ine the name of Ed Fenner. Whoelse? 

Mr. Inciso. If IT am not mistaken, I believe Bill Woods was given 
one of the watches, too. . 

Senator Atiorr. Bill Woods? 

Mr. Inctso, Right. 

Senator Atnorr. Or Louis Peick? That accounts for 3 of these 


v Woy and there were 4 of them. What happened to the other 
Watch ¢ 


Mr. INctso. Now somewhere in this room where these papers are, it 
will show a voucher with the names of the people who were given these 
presents, 


) Senator Attorr. Now what kind of a voucher would that be, Mr. 
heiso ¢ 


Mr. Inciso. That is one of these here | indicating |. 
Senator ALLorr. Yesterday afternoon you informed me in detail a 
0 exaet ly the records that your office kept. You deseribed what was 
(one when you took the money in, you described what was done when 
honey went out, when you wrote a check upon your account. 

Now, T hand you herewith the voucher of which T have just spoken, 
. O69 and T ask you if it shows to whom that was viven / Or did 


t¢ 


No 
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you keep additional records which haven't been disclosed to this 
committee ¢ 

Mr. Inciso. All the records that I have have been turned over t 
this committee. We tried to explain on every voucher what has bee 
done with the money. 

Senator Attorr. Did you keep a secret list of the special gifts you 
made to people who you thought had befriended you 4 

Mr. Inciso. No; I didn’t. 

Senator ALLorr. Now where is this list, then, that has this name o 
it? You told me yesterday that the only records that were kept in 
connection with disbursements were the canceled checks and _ the 
vouchers. 

Mr. Incrso. I recall who has the other watch, and who we gave it to. 

Senator Atiorr. All right; who is it 

Mr. Inciso. Eddie Gonna. He is a precinct captain in the 42d 
ward. Many times when we had trouble on the picket line and were 
arrested for such, he would come and try to help us out as much as 
possible. He has that watch. 

Senator Atuorr. Now I have in my hand voucher 8531, dated Jan 
uary 5, 1953, showing a payment out of your regular fund of $180, 
marked “Organiz: tional expense” again, and then below that: 


Three cases whisky bought for gifts to Louis Peick, teamsters union, Bill 
Woods, teamsters union, Mr. Fenner, teamsters union, independent. 


Now on that disbursement voucher, you did put whom the gift was 
for, did you not ¢ 

Mr. Inciso. Yes; I did. 

Senator ALLorr. Do you recall this voucher ? 


Mr. Inctso. Yes; I do, Senator. 

Senator Attorr. I would be interested in knowing what kind of 
service a man performs for you gratuitously, supposedly, which pet 
mits a $1,200 ring gift. 

Mr. Inciso. Senator, when you are on a strike, it is wonde srful some 
times to have friends who will come out and help you in any way pos- 
sible, and the teamsters union, as far as I am concerned, have done me 
many such favors, and quite a bit of service that I don’t think that | 
would ever be able to pay them enough for in money to do what the) 
done for me. 

Senator Attorr. Now is that all the more definite you care to be in 
answering my question ? 

Mr. Inciso. Well, that is all I know. 

Senator ALLorr. Have you received gifts from the unions yourself! 

Mr. Inciso. No; IT haven't. 

Senator Atxorr. Bill Woods and his union, Louis Peick and Fenner 
and their unions? 

Mr. Inctso. No. I have never done anything for them 
am not in that position. , 

Mr. Correr. Now you mentioned smaller gifts to the committeemen, 
and so forth. We do have a bill here dated December 14, 1953, on 
voucher 9472, which is a general account voucher, in the amount of 
$918.00 paid to S. D. Slavin, Jewelers, “Christmas gifts for committe: 
men and stewards.” And the bill attached from that company nae 
150 billfolds at $6 apiece, or $900, plus tax of $18. 

Mr. Inciso. That is right. 


, because | 
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Mr. Correr. That is what you were referring to? 

Mr. Inctso. That is right. That would go to all the men who are 
committeemen or stewards. There were also gifts bought for the girls 
on the committee or who are stewards. 

Mr. Correr. Now for the same jewelry company, there is a voucher 
on the regular account dated May 17, 1954, and numbered 9882, for 
$1,080, which is for “Reimbursement for amt. made to S. D. Slavin, 
Jewelers, invoice No. 08781, by the rotating account, check No. 3344, 
for gifts,” and the bill attached to that is “3 clips, $360 each,” aggregat 
ing $1,080. What were those for? 

Mr. Inctso. Doesn’t it give the names on there? 

Mr. Corrrer. No, it does not. This has no indication as to whom 

is for. Would you know? 
Mr. Inctso. Yes, I do. One is for Mr. Runsell. One is for Sandy 
O’Brien, who is part of the teamsters union of a different local. And 
the other was to a Mr. Sidney Korshak. He is an attorney who had 
done some work for us and refused to send us a bill. We didn’t want 
to feel obligated to him, so we sent him a gift. 
Mr. Correr. Did vou have the sanction of your membership as to 
‘hese gifts, or was this on your own decision ? 

Mr. Inctso, I don’t be lie ve that every time I have to do something 
f I have to go through the membership—no, I didn’t. I didn’t take 
t up with the membership. 

Mr. Correr. On any of these that you gave ? 

Mr. Inctso. No. 

Senator Atiorr. Did you take it up with your executive committee, 
or do you have one 4 


Mr. Inctso. When our joint board would meet, we would so tell the 
the people what we had done. We had given this to this one, or we 
had given a donation to this one, or we gave this to this one. 

Senator Antorr. After it had been done / 

Mr. Inctso. After it had been done. 

Mr. Correr. The last one was May 17. There is a June 1, 1954 
voucher, No. 9915, to the same jewelry company for 


organizational expense, gift to Louis Peick, one money clip, $360 

Mr. Inctso. That is right. 

Mr. Corrrer. Who is he? 

Mr. Inciso. Secretary-treasurer, I think it is, of the teamsters union. 

Mr. Correr. You didn’t name him before, did you? 

Mr. Inciso. Yes, we did. 

Mr. Correr. We have four money clips. Did you name them ? 

Senator Arsorr. To straighten the record out, he stated he gave the 
other three clips to Runse 1, O’Brien, and Korshak. 

Mr. Correr. On June 14, 1955, there is a check stub 1727, indicating 
a pen and pencil set, two pairs ‘of cuff links, to be used for gifts, in 
the amount. of $385.90. Would you know what they were for? 

Mr. Inciso. I do. The pen and pencil set went to a fellow in the 
teamsters’ union in Maywood. I believe his name is Baggett. There 
were two sets of cuff links. One went to Ed Fenner, of the Chicago 
teamsters’ union, independent, and the other set I just can’t recall, 
but I will try to recollect. I just can’t recall. 

Mr. Correr. There are 4 pairs of cuff links on July 6, 1955, check 
No, 1825, to the order of S. D. Slavin, jewelers, to be used as 5 gi fts. 
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Louis Peick, William Woods, A. F. of L.; Ed Fenner, Danny O’Brien, 
Chicago teamsters, in the amount of $460. 

Mr. Inciso. ‘That is right. 

Mr. Correr. It is quite possible that these gifts are organization 
expense; is that right ¢ 

Mr. Incisco. Yes; they are. They could be considered both. 

Mr. Correr. Why would you have sums in even larger amounts 
which are also under organization expense with no detail? 

Mr. Inctso. I don’t understand that. As we have told the girkat all 
times, we are to put detailed instructions down. I don’t understand 
offhand why it would have been done, as I don’t follow the work in 
detail. I don’t make these out. I go to her and say: “I want this 
advance for organizational work,” and then when I come back I make 
out a detailed expense, saying so much for sandwiches or so much for 
coffee or we had to give somebody so much to pull a truck away, 
or something like that. 

Mr. Correr. It leaves you very vulnerable, doesn’t it? 

Mr. Inctso. It could. 

Mr. Correr. It means you could put the money in your pocket 
vou had no report of it? 

Mr. Inctso. It would seem so, but I would have no reason for it. 
Not while I am trying to make detailed reports all the time. 

Senator AtLorr. You wouldn’t call these reports detailed would 
you? 

Mr. Inctso. Most of them are, Senator. 

Senator Atuorr. I may be a little backwoodsy, but would you mind 
telling me what a $360 money clip looks like ? 

Mr. Inctso. I am sure, Senator, if you go to a reputable jewelry 
company they would es in it to you, because I can only give it to 
you in rough details. I don’t know if that would be enough. 

Senator Atxorr. Try to do your roughest. Let’s hear it. 

Mr. Inctso. That would be the back part of it, this would be the 
front part of it [indicating]. 

Senator AtLorr. Diamonds and gold, is that it? 

Mr. Inciso. That is the best I could describe it. I hope it fits the 
bill. 

Senator Atxorr. All right, thank you. 

Mr. Correr. Mr. Inciso, let’s move over to travel and travel ex- 
penses, for a moment. Under date of November and December 1952 
you apparently made a trip to New York and to Paradise Inn, in 
Arizona, some of the charges for which appear here under vouchers 
70, 177, and 176. One isa receipt. Two disbursements and a receipt 
of $4.03. It appears that you received $1,100 for the trip and that 
you returned $4.03. 

Mr. Inctso. That is right. 

Mr. Correr. Was that a business expense ? 

Mr. Inctso. It is all listed down there. All the bills are there. 

Mr. Correr. What was that for? 

Mr. Inctso. I went down there to talk to some people and to look 
around about putting up an office in Phoenix, Ariz., which we are 
going to do. 

Mr. Correr. I thought that this was after your resignation as presi- 
dent in July 1952? 
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Mr. Inctso. Our Chicago local is going to go to Phoenix, Ariz., 
and open up offices and organize out that way. In fact, we were 

‘ine to almost every other State there is. Some will be financed by 

.e international and some will be financed by local unions, if they see 
‘it, and if the local international O. K.’s it. ; 

Mr. Correr. T thought in your earlier testimony you mentioned 
ome place in Indiana and you said it wasn’t in your region ‘ 

Mr. Inciso. That is right. 

Mr. Correr. You jump Indiana and go to Arizona? Will you 
explain? I don’t understand. 

Mr. Inciso. Yes. I have talked to the international union about 
opening up offices in different parts of the country. They have agreed 
that it would be O. K., if IT would look around and find out what I am 
talking about, so I have been down to Phoenix to look around and 
see What the prospects were of organizing shops in Phoenix. My 
report to the international is, and still is, that it is a very good place 
to open up an office. Also in different parts of the country. 

Mr. Correr. This would be in connection with international busi 
ness, wouldn’t it ? 

Mr. Inctso. No, the local union could open up an office out there 
and they would grant us a charter. We would send boys out from 
Chicago to work in that district. 

Mr. Correr. Local 286 in Chicago would open a local 286 Chicago 
Arizona, or what ? 

Mr. Inciso. Local 286 would finance it and when they got going 
down there, we would send boys from Chicago to work down there 


and when they got started and got the money, they would pay it back. 
Mr. Correr. Who accompanied you on this trip, Mr. Inciso¢ 
Mr. Inctso. I had another person with me. 
Mr. Correr. Pardon ¢ 

Mr. Inctso. I said I had another person with me. 


Mr. Corrrr. Let’s go back to an executive board meeting of July 
5, 1952. Now, this would be the executive board of the local, is that 
right ¢ 

Mr. Incrso. That is-right. 

Mr. Correr (reading) : 


Special meeting called by the executive board. 

Brother Inciso called meeting to order at 5 p. m. Rollcall by Brother Inciso. 

All members of the executive board present. 

brother Inciso took the floor in his behalf as president and proceeded to in 
form the board that he was tendering his resignation as president effective 
July 14, 1952. 

Brother Inciso stated that the reason for his resignation was to facilitate the 
organizational work of the Amalgamated in this district giving him more needed 
time for such important and foundational work of the local. He stated that he 
wis pleased with the advancements made by the local in the past years but 
that spirited organizational work is much in demand at present and in the 
future and that he felt that many of the minute details involved with the presi- 
dency of the local deterred from the more serious work of organizing new shops. 

The board was unanimously in accord with Brother Inciso’s thinking and 
arose in a body to acclaim Brother Inciso’s leadership and management. 


Isn’t that inconsistent with your present explanation ? 

Mr. Inctso. No. 

Mr. Correr. Would you explain ? 

Mr. Inciso. I told the people there I didn’t want to be president. 
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Mr. Correr. You wanted to give more attention to the or ganiza 
tional work of the local ? 

Mr. Incrso. That is right. 

Mr. Correr. Now here you are in Ari Izona, organizing it? 

Mr. Inciso. No, I am hot down in Arizona - organizing. I don’t 
state that. I state that I go to Arizona to look and see. 

Mr. Correr. You were at the Paradise Inn in Phoenix, Ariz. ? 

Mr. Inciso. That is right, I had to stay some place. 

Mr. Correr. At $32 a di ay, Mr. Ine iso? 

Mr. Inciso. I understand there are some rooms down there for $50 
and $100. 

Mr. Correr. Where else did you go on this trip? 

Mr. Inciso. I came back to ( ‘hic: ‘ago. I was there 2 weeks. Or 1 
week, I think. 

Mr. Correr. Did you meet with other officials of the union there 

Mr. Inctso. No, I didn’t. 

Mr. Correr. Were you just looking over the ground, or what? 

Mr. Inciso. I was looking it over to see what 1s there, if there was a 
chance to organize it. 

Mr. Correr. How big a town is this? 

Mr. Inctso. I don’t know offhand, but the prospects looked very 
cood to me. 

Mr. Corrrer. Was it a town that was pretty well organized ? 

Mr. Inciso. T would say, “No.” 

Mr. Correr. Did you have any other organizers with you there? 

Mr. Inciso. There was another fellow with me, yes. 

Mr. Correr. What was his name? 

Mr. Inctso. I don’t recall offhand. 

Mr. Correr. Was he from Chicago, from your local 4 

Mr. Inciso. From Chicago. 

Mr. Correr. Was he one of your regular organizers from Chicago? 

Mr. Inctso. I don’t reeall offh: ind, Senator. 

Mr. Correr. Did he go down with you or meet you there ? 

Mr. Inciso. [am not sure because | was in New York. I went from 
New York right to Phoenix. 

Mr. Corrrr. Did he stay in the same hotel with you? 

Mr. Incrso. Yes, he did. 

Mr. Correr. Did you cover his expenses? 

Mr. Inciso. Yes, we did. 

Mr. Correr. Are those included in this $1,100? 

Mr. Inciso. Yes, it is. 

Mr. Correr. Did you get into Mexico on that trip? 

Mr. Inctso. Yes, I did. 

Mr. Correr. What was that, a side pleasure trip ? 

Mr. Inctso. Well, I was there for one day, and I had nothing to do 
so I took a ride down there. 

Mr. Correr. Wasn’t this a vacation for you, Mr. Inciso? 

Mr. Incrso. While I was down there, it was sunny there, so I laid 
around a little bit. 

Mr. Correr. But you had business down there? 

Mr. Inciso. I went down there to look over the situation, if there 
could be an organizational campaign conduc ted there. 

Senator Ariorr. Were your companion’s expenses included in this! 

Mr. Inorso. Yes, they are, Senator. 
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Senator ALLorr. You paid them yourself ?¢ 

Mr. Inciso. Yes, sir. 

Senator ALtorr. And they are included in these bills? 

Mr. Inetso. That is right. 

Mr. Correr. That was December 1952. In January 1953 did you 
take another trip? Do you recall? , 

Mr. Inctso. I assume I did. 

Mr. Correr. Did you go to Puerto Rico? 

Mr. INcISO. ¥ eS, 1 did. 

Mr. Correr. What was the purpose of that trip? 

Mr. Inctso. National Video Co. was one of our plants, organized by 
this local. It has a company down in Puerto Rico and they were 
taking quite a bit of ak away from the Chicago plant, so IT went 
down there to see what kind of a plant they had and could it be 
organized, 

Mr. Correr. Whom did you take with you there ? 

Mr. Inctso. I took two other fellows with me. 

Mr. Correr. Who were they ¢ 

Mr. Inctso. A fellow by the name of Bill Conlisk. 

Mr. Correr. Who is he? 

Mr. Inctso. He is one of the bodyguards that I had with me. 

Mr. Correr. Who is the other one? 

Mr. Inctso. Jim Callaghan. 

Mr. Corrrer. Who is he? 

Mr. Inctso. One of the bodyguards I had with me. 

Mr. Correr. Just the three of you? 

Mr. Inctso. That is right. 


Mr. Corrrr. This was January 1953? 

Mr. Inciso. It could be. 

Mr. Correr. Have you been down there a number of times ? 
Mr. Inctso. Just once. 

Mr. Correr. Do you know whether it was 1953 or 1954? 

Mr. Inctso. I don’t recall what month it happened to be. 
Mr. Correr. This voucher No. 182, dated January 29, 1953: 


Travel expense for trftp to Florida to meet with management of Milwaukee 
Screw and Chicago Nipple, and going to Puerto Rico to investigate National 
Video, who is making parts there to bring to this country and therefore putting 
our girls out of work. 

Mr. Inctso. That is right. 

Mr. Correr. How much did you spend on that trip? 

Mr. Inciso. Only went to Puerto Rico once. There may be some 
misstatement down there on that. 

Mr. Correr. We have check No. 276, in the amount of $1,500, and 
dated January 30, and check No. 2640 from the regular account, dated 
March 12, 1953, made out to your special account in the amount of 
$1,500. Would one be reimbursing—— 

Mr. Inctso. One would be reimbursing back to the other, sir. 

Mr. Correr. In other words, you took the money out of your special 
account and then you had the regul: ar account reimburse it ? 

Mr. Inctso. That is right. 

Mr. Correr. But there is another bill of March 12. Apparently this 
was all the same trip. 

Mr. Inctso. I assume it would be. 

Mr. Correr. Which is $1,930. Did the trip cost about $3,500 ? 
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Mr. Inciso. Could be. 

Mr. Correr. And this is just your advance, or does it show that 
these police officers were with you ¢ 

Mr. Inciso. They were not police officers at that time. They were 
on their vacations. I had to take somebody with me so I took them 
along. 

Mr. Correr. Is that what you were on, too? 

Mr. Inciso. I was not on my vacation. 

Mr. Corrrer. Whom did you see in Florida ? 

Mr. Inctso. In Florida I talked to the management from the Mil- 
waukee Screw Co., and also the management from Chicago Nipple Co, 

Mr. Corrrer. Were they on vacation ? 

Mr. Inciso. I don’t know. 

Mr. Correr. Why did you meet them in Florida? 

Mr. Inciso. One of them has a home there and the other has 
don’t know, he was just staying there. 

Mr. Correr. How many days did you stay in Florida? 

Mr. Incrso. I don’t know exactly offhand. Maybe 3 or 4 days, 
don’t know. 

Mr. Correr. Then did you go on to Puerto Rico? 

Mr. Inctso. No, that is where the mistake is, there. I didn’t go to 
Puerto Rico at that time. 

Mr. Correr. Just to Florida? 

Mr. Inciso. That is right. 

Mr. Correr. But you took the two officers with you to Florida? 

Mr. Inciso. No, I didn’t. On that trip I took one of the organizers 
with me when I went to Florida. His name is George Campeese. 


Mr. Correr. You said in your voucher that you were going to 
Puerto Rico, but you didn’t go? 

Mr. Inctso. It may have been a mistake in the voucher. 

Mr. Correr. Now, August 21, 1953, we have special disbursement 
voucher No. 214, a withdrawal of $3,000 to Angelo Inciso: 


Advance on travel expense for trip to Puerto Rico to investigate National 
Video plant there. 

Mr. Inciso. It may be in error, one of those vouchers. Once | 
went to Puerto Rico. I went from Chicago to Florida, and the plane 
left from Florida to Puerto Rico. 

Mr. Correr. You had planned to go in January 4 

Mr. Inctso. To where? 

Mr. Correr. Puerto Rico. 

Mr. Inctso. I don’t recall the date. 

Mr. Correr. Well, in January your voucher carries the fact that 
you were going to Puerto Rico to make this investigation. 

Mr. Inctso. Well, it may have been but I am trying to explain- 

Mr. Corrrer. But you didn’t go? 

Mr. Inciso. Yes, I did. I once went to Florida to talk to the two 
managements and then once I went to Puerto Rico and the plane 
stopped in Florida for about an hour. 

Mr. Correr. Let’s see if we can reconstruct this. Under date of 
January 29, 1953, you have a voucher here which says that you have 
taken $1,500 to go to Florida and Puerto Rico. Now I thought you 
finally testified that on that occasion you didn’t go to Puerto Rico, 
you just went to Florida? 
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Mr. Inctso. I don’t recall the date, but that is true. In other words, 
1 just went to Florida to talk to these two managements. 

Mr. Correr. Then you returned ? 

Mr. Inciso. That is right. 

Mr. Correr. Then on August 21, 1953, you got $3,000 out of your 
special account, which was an— 


advance on travel expenses for trip to Puerto Rico to investigate National 
Video plant there. 

Mr. Inctso. That would be true. 

Mr. Correr. You put your investigation off 6 months; is that right? 

Mr. Inctso. That is right. 

Mr. Correr. There was nothing burning about it ¢ 

Mr. Inctso. No, there wasn’t. In fact, when I went to Florida at 
that time. I didn’t know anything was being done in Puerto Rico. 

Mr. Correr. But you mentioned it in your voucher. 

Mr. Inctso. That is what I say, that is where the mistake must be. 
The girl must have put it on the wrong voucher. 

Mr. Corrrer. She wouldn’t have made the January voucher up sub 
sequent to the August trip ¢ 

Mr. Inctso. We may have talked about it and the girl could have 
made a mistake and entered it wrong. 

Mr. Correr. You don’t have any idea how much money you spent 
on this August trip when you went to Puerto Rico? 

Mr. Inctso. No; I don’t recall, but the bills would show. 

Mr. Correr. Well, you have your advance on August 21. You took 
out $3,000 2 

Mr. Inctso. That is right. 

Mr. Correr. Now where did you go on that trip besides Puerto 
Rico? 

Mr. Inctso. No place. 

Mr. Correr. Just straight to Puerto Rico? 

Mr. Inciso. That is right. 

Mr. Correr. Is that the time you took your guards? 

Mr. Inctso. That is right. 

Mr. Correr. That is the time you took your guards? 

Mr. Inctso. That is right. 

Mr. Correr. And you went by plane from Chicago to Puerto Rico? 

Mr. Inctso. No. The plane leaves from Chicago and stops at. 
Florida and stays in Florida about an hour and goes on to Puerto 
Rico. 

Mr. Correr. How long did you stay down there / 

Mr. Inctso. In Puerto Rico? 

Mr. Correr. Yes. 

Mr. Inctso. I would assume about a week. 

Mr. Correr. Did you conduct some investigation down there? 

Mr. Inctso. Yes, I did. I went to the plant of National Video 
and talked to the people and also talked to the management. 

Mr. Correr. What hotel did you stay at ? 

Mr. Inciso. At the Caribe Hilton Hotel. 

Mr. Correr. It appears from the bill that you spent $2.969.07 on 
that trip. 
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Mr. Inciso, That might be, and also the membership on the Puerto 
Rican trip and also on the trip to Florida, they talked to me about 
it and they wanted that I should go down there. The membership 
from National Video Co. Under this advisement I went down 
there to see what was going on. Everybody working in that plant 
now who was in that plant then would be able to testify because they 
came to me and told me what I was going to do about it. 

Senator Doveias. Mr. Inciso, how much were the employees get- 
ting an hour in Puerto Rico in this plant that you were investigating! 

Mr. Inciso. Between 3714 to 45 cents an hour. 

Senator Doveias. How much was your bill at the Hilton Hotel 
there ¢ 

Mr. Inciso. I think it was $22 a day. 

Senator Dovetas. That is merely the room ? 

Mr. Inctso. That is right. 

Senator Doverias. Meals would probably bring the total up to 
$35 a day? 

Mr. Inciso. It could. 

Senator Dovatas. I have a good deal of Scotch blood in me, Mr. 
Inciso, and I can’t quite reconcile myself to having a man spend 
$35 a day while organizing workers who are vetting from 3714 to 
45 cents an hour. And while I know that union funds are outside 
the purview of this committee, nevertheless since insurance funds 
have been commingled with the union funds, I regard this line of 
questioning as proper, but I do hope that it will have an effect in 
making all officials be more careful in their expense accounts. | 
think I should add that lavish expense accounts are not confined to 
union officials, but there is a fiduciary relationship here which I 
think should be much more carefully preserved. As one who has 
always defended not only the right but the necessity of labor to 
organize, I find it against my inner spirit to have suc h bills as these 
charged up when you are organizing low-paid workers. If you 
defend low-paid workers, you should expect to live in a modest way 
in doing so, and not live outlandishly. The defenders of the poor 
should have a certain touch. 

Mr. Correr. You say you went down there to conduct this inves 
tigation ? 

Mr. Inctso. That is right. 

Mr. Correr. What did you do in connection with this investigation ! 

Mr. Incrso. I went into the plant in Puerto Rico and tried "to talk 
to these people to find out how they were working and how they 
were livi ing, how they could live on those existing wages, next to the 
wages being paid in Chicago. I found their living conditions were 
very, very bad, and that their 34 cents or 45 cents an hour, whatever 
they were being paid, did not get them as much as it would the people 
we had in Chic: ago. 

I got back to “( ‘hicago and I so reported that to the membership. 
I also talked to the management about it, as he allowed me to go 
into his plant to see how things were being operated at that time. 

Mr. Correr. How long did you say your stay was down there? 

Mr. Inctso. About 5 or 6 days, I don’t know, it could be more or less. 

Mr. Correr. What else did you do? 

Mr. Inctso. While I was there, I went fishing, too. 
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Mr. Correr. Here is a summary breakdown, apparently in_your 
own hand, with respect to your tr ip to Puerto Rico, and it has “Hotel 
expenses, $747.10.” That 1s one item. 

Entertainment in Puerto Rico, fishing trip, officials of National Video, enter 
tainment, food, auto to get around the island, $1,552.10) 

Isn’t that rather lavish ? 

Mr. Lnerso. I don’t think so. 

Mr. Correr. For just a 6-day investigation ¢ 

Mr. Inctso. I don’t think so, because I have seen managements down 
there who have spent a lot more than that. 

Senator Doveias. One point that strikes me as extraordinary. 
Presumably you were in Puerto Rico to investigate conditions in order 
to benefit the workers, but you spent approximately $1,300 to help 
entertain the owners and the management. 

Senator Atvorr. I think it might be wise to say he spent it enter- 
taining himself. If he was there for 6 days, his cost of entertainment 
and cost of the trip averaged $500 a day. ‘That is pretty good enter- 
tainment. 

Mr. Corrrr. Now, did you take another trip down in that direction 
Mr. Inciso? 

Mr. Inctso. I may have. 

Mr. Correr. In early 1954? 

Mr. Inciso. That could be. 

Mr. Corrrer. This was in August or September 1953 ? 

Mr. Inctso. It could be. 

Mr. Correr. Where did you go on that trip? 

Mr. Incrso. We had talked about it with our membership, we 
should get into some of these foreign countries, see how they are 
operating, and see how they are living in comparison with the people 
in this country. Also to get down there and see—do you want me to 
tell you or don’t you? 

Senator Doveas. Proceed. 

Mr. Inctso. To go down there and see what the living conditions 
were. I went around to all these countries to find out what the 
living conditions wére, what the working man was being paid and 
how he was living. 

Senator Douveias. Where did you go? 

Mr. Inctso. I think at that time I went to Caracas 

Senator Doverias. To Venezuela? 

Mr. Inctso. Yes. ‘To Curacao, 

Senator Dovenas. Which is a Dutch island in the Caribbean, which 
is quite an island, and also, I am told there is very good rum produced 
there. What other countries ¢ 

Mr. Inctso. Senator, I myself don’t drink, so I don’t know what 
they were doing with their rum. 

Senator Dova.as. I report this merely by hearsay, too, Mr. Inciso. 

Mr. Inciso. Yes; I hear the same. 

Senator Doveias. What other places did you go beside the island of 
Curacao and Venezuela? Now, I have never been on the mainland of 
Latin America. I have been to some of the islands. It would be quite 
an event for me if I got on the mainland of Latin America and I am 
sure [| could remember some of the countries. Now, can’t you remem- 
ber any of the countries besides Venezuela ? 
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Mr. Inciso. I don’t recall. 

Senator Doucias. Was it all in such a haze that you can’t remember 
which countries you went to? 

Mr. Inctso. No; to me those countries were so bad I tried to forget 
about them and when I came back I told them that this was one of 
the greatest countries in the world, regardless of what anybody thinks. 

Senator Auitorr. You didn’t participate in any of that, did you? 

Mr. INctso. Such as what? 

Senator Atvorr. Any of that badness. According to your own hand 
writing, here, you went to Haiti, Vera Cruz, Mexico—— 

Senator Doveias. You now recall that you went to Mexico? 

Mr. Inciso. As he recalls them to me, yes. 

Senator ee as. But previously you hadn’t remembered Mexico ‘ 

Mr. Inciso. I didn’t recall, but as he reads them off— 

Senator Doueias. You must have been in a haze when you went to 
Vera Cruz. 

Mr. Inciso. That is the best way to go into those countries. 

Senator Au.Lorr. Caracas, Venezuela, Dutch West Indies, and 
Panama. 

Mr. Inctso. That is right. 

Senator Dovuaias. Do you remember Panama? 

Mr. Inciso. Not too much. 

Senator Atuvorr. And Kingston, Jamaica ? 

Mr. Inciso. Right. 

Senator Doueias. Well now, since you went down there to find out 
how labor was living in these countries, but you couldn’t remember 
what countries you went to, do you think’ you discharged your mission 
very successfully ¢ 

Mr. Inotso. Yes, I did. 

Senator Doveias. Even though you couldn’t remember that you 
were in Mexico or Panama ? 

Mr. Inciso. I took moving pictures of every one of those countries. 
Also in Jamaica while 1 was down there, I was instrumental in getting 
together with the cabdrivers and organizing them. 

Senator Doue.as. Are they part of local 286 in Chicago ¢ 

Mr. Inctso. Yes, they are. 

Senator Douaias. Oh, I see. You have a foreign annex. Do the) 
pay dues to local 286 ¢ 

Mr. Inctso. It is not a profitable thing, I am sorry to say. 

Senator Doveias. You mean not profitable for you ¢ 

Mr. Inciso, I brought one of the men back there from the cab 
drivers union. I had him with me here in November at the con 
vention to try to explain to him how we do things in this country, 
compared to what they were doing there. 

Senator Dovetas. Did you pay his expenses to come up from 
Jamaica ?¢ 

Mr. Inctso. Yes; we did. 

Senator Dovetas. But your missionary work has not been ver) 
successful ? 

Mr. Inciso. Insofar as organization is concerned, I don’t believe it 
will ever be. 

Senator Dovetas. So that on the whole, this mission of yours to 
find out the condition of workers in foreign countries upon which 
you spent a good deal of union funds, or insurance funds, couldn't 
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lave been very successful because you couldn’t remember that you 
went to Mexico, you couldn't remember that you went to Panama and, 
as you said, you were in a haze, which you thought was a proper state 
for going into these countries. 

Senator ALLorr. Is this card in your handwriting [indicating] ¢ 

Mr. Inctso. No; it wouldn’t be. 

Senator AtLorr. This 1s a card attached to voucher 9720, disburse 
ment record on your regular account. It says: 


Four days traveling time from Chicago to New Orleans, and meals, $S0 


id you pay yourself for traveling time, too? 

Mr. Inciso. No. We drove down there in our ear from Chicago 
to New Orleans. 

Senator ALLorr. This doesn’t say expense, it says, “4 days’ traveling 
time.” 

hen you have “cab fare” in all of these countries I just mentioned, 
SZ LO. 

Mr. Inciso. That could be. 

Sent itor Auvorr. Film, $6.09; tips, 15 percent of $1,785.02, 3267.7 
a total of $563.84. Entertainment, paid cash, $300 in ad lition to that at. 
The total disbursement record is $2,648.86. To this has to be added 
the cost of your tickets, which was $1,099.20. Who went with you 
on this trip ¢ 

Mr. Inctso. Where was that at? 

Senator ALLorr. Well, these countries you can’t remember about. 

Mr. Inciso. I don’t say I couldn’t remember. I said I don’t reeall 
them offhand. 

Senator ALitorr. Well, who went with you on this trip? 

Mr. Inciso. What trip are you talking about ? 

Senator Atiorr. This same one. 

Senator Dovenas. That ineluded Caracas and Curacao § and 
Kingston. 

Mr. Inctso. IT had another organizer with me, or another fellow. 

Senator AtLorr. Who was it? 

Mr. Inctso. James. Callaghan. 

Senator Atvorr. All right. You paid his expenses, too; is that 
right ? 

Mr. Inctso. That is right. 

Senator Attorr. Who is Callaghan? 

Mr. Inctso. He is a policeman who was on his vacation. I had to 
tuke somebody with me, so I took him along. 

Senator Attorr. Is hea regular body gu: ard! ? 

Mr. Inciso. That is right. 

Senator Atnorr. And you paid his ticket of $1,099.20, too? 

Mr. Inciso. I don’t know what the amount was, but if that was it, it 
is correct. 

Senator AtLorr. That is correct, if your vouchers are correct. And 
you paid all of his expenses, too ¢ 

Mr. Inciso. That is right. 

Senator Doveras. I don’t want to dwell on this haze matter unduly, 
but were you in a haze when you left Chicago ? 

Mr. Inctso. No, I don’t believe I was. 

Senator Doveras. When and where did the haze set in ? 

Mr. Inctso. The first time I saw some of these foreign countries. 
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Senator Doveras. They had a mesmeric influence upon you? 

Mr. Inciso. They had an awful bad influence. 

Senator Atxorr. Just to complete the record, the total amount of 
this trip, according to disbursement vouchers, was $3,808.21. 

Mr. Correr. When did you get back from that long trip / 

Mr. Inctso. I don’t recall offhand. 

Mr. Correr. How many months were you gone‘ 

Mr. Inctso. Two months. 

Mr. Correr. That was in March. In May, you went to California, 
did you? 

Mr. Inctso. Right. 

Mr. Correr. What was your purpose in going out there? 

Mr. Inc1so. To talk to the international officers. 

Mr. Correr. Was that the time you went out to talk about investing 
the money of your Local 4 

Mr. Inctso. I don’t understand that statement. 

Mr. Correr. Well, one of your vouchers here says something about 
investing money for the union. I think that is the next trip. This 
trip in May was just to have a conference with the officers of the inter- 
national ? 

Mr. Inciso. Right. I had been there many times to talk to the 
international. 

Mr. Correr. Who went with you on the trip ? 

Mr. Inctso. Jim Callaghan. 

Mr. Corrrr. Who? 

Mr. Inciso. Callaghan. 

Mr. Correr. Is that Officer Callaghan ? 

Mr. Inctso. That is right. 

Mr. Correr. He is one of the officers who are reportedly paid by the 
Chicago Police Department? 

Mr. Inctso. I think so. 

Mr. Corrrr. And are those the officers you said you couldn’t bring 
down here because they would be going outside the city limits of 
Chicago? 

Mr. Inctso. That is right. 

Mr. Corrrer. How did they have such freedom on these other trips 
but couldn’t come to Washington ? 

Mr. Inciso. They would take time off, or they were either under 
leave or on their vacation. 

Mr. Correr. Did you pay them when they were outside of Chicago 
for you? 

Mr. Inctso. Such as what? 

Mr. Corrrr. What? 

Mr. Incrso. Such as their salary ? 

Mr. Correr. Yes. 

Mr. Inctso. No. 

Mr. Correr. Just covered their expenses ? 

Mr. Inctso. Yes. 

Mr. Corrrer. This voucher, dated May 5, 1954, aggregated $1,045.23. 

Mr. Inctso. That could be. 

Mr. Correr. Would you like to verify any of these vouchers ? 

Mr. Inciso. No, they are all there. 

Mr. Correr. That was in May. In August, you took another trip 
to the west coast; did you not? 
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Mr. Inciso. I took various trips to the west coast. 

Mr. Corrrer. And this was disbursed from special voucher No, 261, 
dated August 26, 1954, in the amount of $1,964.60. The reason given 
for the tr Ip, as it is give n on this card, is “concerning investing money 
for union. 

Mr. Inciso. I am almost sure that was to invest the money in the 
new building and I went down to talk about that. We were going 
to build a new building. 

Mr. Correr. But the hotel bill attached is the Flamingo in Las 
Vegas ¢ 

Mr. Inctso. Yes, I came through there on my way back. 

Mr. Correr. You were there 5 days; were you not ‘ 

Mr. Inciso. That is right. 

Mr. Correr. Were you investing the union funds there ‘ 

Mr. Inciso. 1 don’t gamble. ‘I don't have to invest union funds 
there. 

Mr. Correr. Who was with you on this trip ‘ 

Mr. Inctso. I don’t recall offhand. 

Mr. Correr. -Well, you have Charles Lucenti. 

Mr. Inciso. I didn’t pay for his bill. He was there. 

Mr. Corrrr. And Mrs. Stokes. Charles Lucenti would be your 
associate in the insurance company ¢ 

Mr. Inciso. He is not my associate in the insurance company. He 
owns the Insurance company. 

Mr. Corrrr. Aren’t you associated with him in the American Con 
tinental ? 

Mr. INciso, Not as an owner. 

Senator Dovucias. You are chairman of the executive board ¢ 

Mr. Inctso. That is right. 

Senator Dovcias. Your membership has 93 percent of the voting 
power? 

Mr. Inctso. That is right. 

Mr. Correr. I don’t want to go astray, but in your last stockholders 
meeting, I think we noted, or there was some testimony to the effect 
that these police officers were there as stockholders in the insurance 
company and also voted their stock. 

Mr. Inciso. They both have a policy, if that is what you mean. 

Mr. Correr. Who pays for their policy? 

Mr. Inciso. They pay for it themselves. They gave me the money 
in cash and I made out a check from the union's fund. 

Mr. Correr. Are they members of your group or are they individ 
ual policyholders ? 

Mr. Inciso. They are individual policies. 

Mr. Correr. They weren’t just used as a device to have additional 
voting control ? 

Mr. Inctso. No, they were not. 

Mr. Correr. When did they take out these policies? 

Mr. Inciso. A couple days before that. 

Mr. Correr. A couple of days before the meeting? 

Mr. Inctso. A few days. 

Mr. Correr. Wouldn’t it look as if that had some relation to it ? 

Mr. Inctso. It all depends on who is looking at this. 

Mr. Correr. Was this a pleasure trip or was it a business trip ? 
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Mr. Inctso. What trip was that? 

Mr. Correr. This one where you were in Las Vegas. 

Mr. Inciso. I was in California first. I completed my business 
ahead of time so I went-in to Las Vegas to lay around for a few days. 
which I did. 

Senator Atsorr. You charged your hotel bill in Las Vegas to the 
union; did you not? 

Mr. Inciso. Certainly. If I had stayed in California, they would 
have paid it, too. ' 

Senator AtLtorr. You weren’t transacting union business in Las 
Vegas, though ? 

Mr. Inctso. No, I wasn’t. 

Senator Atvorr. Not for 5 days? 

Mr. Inciso, No, not for 5 days. 

Senator Atitorr, And not at all, as a matter of fact ? 

Mr. Inctso. Well, I don’t know, Senator, how you mean that. 

Mr. Correr. Now, you have a total hotel bill for the trip of $511. 
and the hotel bill at the Flamingo alone is $361.40, so it might appen ar 
that you spent most of the time on your trip at the Flamingo, would 
it not? 

Mr. Inctso. If I had completed my business before time, it could be. 

Senator Dove.as. What were the rates at the Flamingo? 

Mr. Inctso. Well, it all depends on where you are staying. There 
are all different types of rates, I understand. 

Senator Dovenas. The checks indicate $20 a day for the room, is 
that it? 

Mr. Incrso. It could be, if it is down there, Senator, [ suppose. 

Senator Dovenas. And that does not include meals, of course ? 

Mr. Inciso. No; it doesn’t, Senator. 

Senator Dovetas. I don’t believe in reading moral lessons to peo 
ple, but I would like to ask you this: Do you think it is proper for 
; man who is representing low-paid workers to live on such a lavish 
scale as this when you go out? 

Mr. Inctso. Weil, Senator, for one I don’t believe our people are 
too low paid in our local union, and I fight for them to get them the 
best of everything, and I am sure that when I travel the *y should give 
me the best of everything. 

Mr. Correr. Here is a voucher dated May 5, 1954, on a trip you 
made to the west coast on business you say, but there are two hotel 
bills, one from the Fresno Hacienda, where you apparently stayed 
from April 28 to 30, and The Flamingo, where you apparently 
had a room from April 28 to May 2. In August—that is 3 months 
later—you made the trip again : and you ended up at The Flamingo for 
5 days and you spent, as I recall, $36 a di: ay for your room when you 
were there in May. You spent $350) a day when you were there in 
August, and you were back there again in October on a trip that 
cost $1,656, plus entertainment, and you paid $45 a day. 

How do you justify those three trips from May to October 1954 / 
That is about every other month ? 

Mr. Inctso. I was called into the international by Doria, T wa 
going down there to talk on different business that we had coming up. 

Mr. Correr. Were you meeting them in Las Vegas? 

Mr. Inctso. I was meeting them in California. They were not with 
me in Las Vegas. Now, the reason for the different prices of the 


WELFARE AND PENSION PLANS INVESTIGATION 1577 


rooms—I don’t know how much you travel, but I know when I would 
vet there those were all the rooms available. 

Senator Doueias. Was it necessary to stop over 4 or 5 days in Las 
Vegas ¢ 

Mr. Inciso. If I have time, and I am working quite hard, I believe 
I should lay over. 

Senator Doug.ias. At $20 a day or $36 a day or $45 a day, plus 
entertainment ¢ 

Mr. INciwwo. Whatever room there happened to be. You can't al 
ways get a room at $14. Whatever happens to be available I would 
take, 

Senator ALLorr. Where is your union in California? 

Mr. Inctso. Beverly Hills, Calif, 

Senator ALLorr. When the planes stop at Las Vegas do they make 
everybody get off? 

Mr. [Nciso. No; just me. 

Mr. Correr, I said you were there three times, but you were there the 
first of the month—October 2 and 3—and then you were back again 
on October 23 and 24, at the Flamingo, so that is four trips. 

Mr. Inctso. Could be. 

Senator Atvorr. That last trip you got an advance of $1,000 and 
later received $150; is that correct ? 

Mr. Inctso. That could be. 

Senator Ativorr. That is vouchers 10282 and 10317. 

Mr. Inctso. The vouchers will speak for themselves, | suppose. 

Senator Atnorr. I would like to refer to this last trip in October at 
the Flamingo, just going down it a little bit. T notice a tip for $7 
Beverage, $8.10, beverages, $5. Did you have some one with you on 
that trip, too? 

Mr. INctso. I don’t recall. I don’t think so, but T may have met 
people there that I knew. 

Senator AtLorr. Well, that was about a year ago now— just about 
I} months ago. 

Mr. Inctso. IT don’t recall if T had anybody there, but IT may have 
bought some drinks, but I myself don’t drink. 

Senator Atiorr. When did you become so acutely aware that your 
life was in danger ? 

Mr. Inctso. The day I was shot. 

Senator Attorr. When was that? 

Mr. Inctso, About 21% years ago. 

Senator Atiorr. This was after that time, wasn’t it ” 

Mr. Inctso, That is right. 

Senator Attorr. And you were able to travel out to Las Vegas on 
this trip, with all the gamblers out there, and clear out to California 
and hacks without anybody with you ? 

Mr. Inctso. It could have been. I don’t recall. 

Senator Atvorr. Thirteen and a half months later you don’t recall 
whether you made that trip by yourself or whether you took someone 
with you? 

Mr. Inctso. That is right. 

Senator Doveras. Mr. Inciso, I think you testified that in the 
winter of 1953 you made a trip to Latin America. Originally you 
mentioned that you remembered Curacao and Venezuela as countries 
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which you visited, and then it later developed there were other coun- 
tries which you did not remember, such as Mexico, Panama, Haiti, 
and Jamaica. 

I hold in my hand check voucher No. 1233, under date of February 
7, 1955, to Angelo Inciso, for $2,385, and it is marked “Advance for 
trip to Europe.” What was the purpose of this trip to Europe? 

Mr. Inciso. I went to Europe to see how the living conditions were, 
and also to see how the situation was. 

Senator Dovaetas. In other words, you were conducting a 

Mr. Inctso. Good will tour. 

Senator Dovueias. To whom were you spreading good will? 

Mr. Inctso. Myself. 

Senator Doveras. What countries did you visit on this trip? 

Mr. Inctso. I went to Istanbul. 

Senator Doverias. That is Turkey, I believe? 

Mr. Inciso. Israel. 

Senator Dovaetas. It formerly used to be Constantinople, but now 
it is the former capital of Turkey, on the Bosporus. 

Mr. Inctso. Israel. 

Senator Dovaetas. Israel ? 

Mr. Inctso. Beirut. 

Senator Doveras. Beirut, that is Lebanon, I believe. 

Mr. Inciso. France. 

Senator Doueias. Whereabouts ? 

Mr. Incrso. Cannes, France. 

Senator Dovetas. Is that on the Riviera? 

Mr. Inctso. Yes. 

Senator Dovenas. Is the sunshine beautiful on the Riviera in the 
wintertime ¢ 

Mr. Inciso. It wasn’t while I was there. 

Senator Dovcias. Any other countries? 

Mr. Inciso. Italy. 

Senator Doveias. Where did you visit in Italy ? 

Mr. Inciso. In Genoa. 

Senator Dovcias. I may say Italy is a beautiful country. _I visited 
there myself and stayed in a pension, a boarding house, and I found 
it one of the most beautiful countries in the world, and the Italian 
people are as lovable and gracious as any people in the world. Where 
did you stay in Genoa? 

Mr. Inciso. I didn’t stay there long. I just stopped there for a 
couple of hours. 

Senator Doueias. Where did you _— eed from Genoa? 

Mr. Inctso. I don’t recall offhand—} Naples. 

Senator Doueias. That is a beautiful city. It used to be said of 
Naples that one should see Naples and then die. 

Mr. Inciso. That is the truth. 

Senator Doveras. The view of Vesuvius from Naples is very fine; 
isn’t that right ? 

Mr. Inctso. I don’t know. I don’t think that any of those countries 
are comparable with this country here. 

Senator Dovatas. Where besides Naples did you go? 

Mr. Inctso. I went to Rome. 

Senator Doveras. The Eternal City. 

Mr. Incrso. That is right. 
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Senator Dovenas. Did you see the Colosseum by moonhght in 
Rome ¢ 

Mr. Inctso. No; I didn’t, sir. 

Senator Dougias. Did you see the Via dell “Impero from the Piazza 
Venezia down to the Colosseum ? 

Mr. Inctso. I don't know. I didn’t see wny of those things. 

Senator Doueias. What did you see in Rome ‘ 

Mr. Incrso. All I saw was what I thought was a lot of bad taste. 
Poor country. 

Senator Dougias. You didn’t see the picture gallery in the Vatican 
that is one of the great collections of the world ¢ 

Mr. Inctso. I am not interested in pictures. I talked to cabdrivers 
and other people I would meet on working conditions. 

Senator Doucias. Did you organize the cabdrivers of Rome? 

Mr. Inctso. No, I think they are in such bad shape they will never 
straighten them out. This is my personal opinion. 

Senator Dougias. How long did you spend on this trip? 

Mr. Inctso. All together—you see, some of these trips are inter 
vened with other trips. ‘They are all together. ‘They are just run in, 

Senator Doveras. I mean the European trip. 

Mr. Inctso. The European trip was the one that was 60 days. 

Senator Dovenas. And you spent $2,385 under check voucher No. 
1233% And I find here check No. 1324 made out to the American Ex 
port Lines for $1,002.50. The two of them together come to about 
83,400. This check to the Export Lines under date of March 28, 1955, 
was for the expenses on this trip ¢ 

Mr. Inctso. That is right. 

Senator Dova.as. That is both together ? 

Mr. Inciso. For the room and meals. 

Senator Dougias. Just back ¢ 

Mr. Incrso. Both ways. Round trip. 

Senator Doveias. Did you have any people with you on this trip? 

Mr. Inctso. Yes, I did. 

Senator Doveras. Whom did you have ? 

Mr. Incrso. I had @ fellow with me. 

Senator Dougias. Who was he? 

Mr. Inciso. Ralph Napel. 

Senator Doveras. Isn’t that a relative of yours? 

Mr. Inctso. My nephew. 

Senator Dovenas. Didn't you have your bodyguard ? 

Mr. Inctso. No. 

Senator Dove as. Do you really think this is a proper charge 
against a commingled fund which has both union dues and insurance 
contributions in it? 

Mr. Inctso. Well, Senator, I would say it is an appropriate bill as 
such. As far as the money coming from insurance or dues, that. is 
where the difference arises here, as far as I am concerned. 

Senator Doucias. May I ask Mr. Imle to testify on a point? 

Mr. Imle, you have already been sworn. What do you want to say 
about this? 

Mr. Inctso. Senator, could I inject for 1 minute? 

The honorable Senator said to me how come I was traveling to Rome 
After the shooting, for quite a while I went nowhere. Then as things 
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kept going along, I thought that things were looking pretty good, s 
I would try to go—if I had to go—some place by myself, but since 
the last bombing where they bombed my office, I have again been 
fearful about. what it is‘all about, again. 

In other words, if that bombing hadn’t occurred I would have been 
here alone. 

Senator Atvorr. Mr. Inciso, your words almost anger me. To think 
that anyone could sit here and could possibly have in his head enough 
stupidness to believe you. 

Mr. Inciso. I wouldn’t know. 

Senator AtLorr. Now, you did travel, and you traveled on all of 
these trips. We have shown you the vouchers and you traveled with a 
companion or a guard on every trip, didn’t you 4 

Mr. Inctso. Most of the time. 

Senator Atitorr. Except this one where you say you don’t know 
whether you did or not. 

Mr. Inotso. Right. 

Senator Axvorr. Is there any other trip around the country that 
you can name me during this period of 214 years where you didn’t 
take a guard ¢ 

Mr. Inciso. Yes, I could. 

Senator ALLorr. Where ? 

Mr. Inciso. To New York. 

Senator Aut ~ r. When ? 

Mr. Inctso. I don’t recall the dates. I went to New York alone. 

Senator cng 9s When? 

Mr. Inctso. I don’t recall the dates. 

Senator Atxorr. Was it this year? 

Mr. Inctso. I think it was this year; I am not sure. 

Senator Atvorr. When this ae. 

Mr. Inctso. Some time this year, or maybe the middle of last year; 

don’t know. 

Senator Atiorr. What was the occasion of that visit ? 

Mr. Inciso. I went down there to see how our locals were doing. 

Senator Atuorr. Was your wife with you on these trips to Las 
Vegas? 

Mr. Inctso. I don’t recall any of them where my wife was along 
to Las Vegas. It may have been, but I don’t recall. 

Senator Atorr. I think that is all. 

Senator Doueuas. I wanted to put Mr. Imle on the stand to go back 
to this question of National Video Co., which was said to be the 
excuse for Mr. Inciso’s trip to Puerto Rico and for his stay at the 
Caribe Hilton Hotel in San Juan. 

Mr. Imur. I think the record should show that the staff has reviewed 
the minutes of the committee meetings for the National Video Corp. 
for the period of June 12, 1949 through the last meeting, October 350, 
1955, and at no place in this record is there one word mentioned, 
either before or after the trip, by way of instructions as to going, pre- 
ceding the trip, or by way of reporting after the trip, so I think 
the record should show that this reporting has not in fact been done or 
so reported in the minutes as done. 

Mr. Inctso. Could I answer to that, Senator? 

Senator Dovcias. How much did you say the workers at National 
V ideo in Puerto Rico rec eived—from 3714 to 40 cents an hour? 
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Mr. Inctso. From 371% to 45 cents. 

Senator Doueias. How much do they receive in Chicago ¢ 

Mr. Inctso. $1.45. The same job. 

Senator Dougnas. I may say this has been a matter of interest to 
me because I have been trying to reduce what I consider to be unfair 
competition between the Puerto Rican seale and the American scale, 
ind in connection with the fixation of the minimum wage last spring 
| ran up against some unexpected opposition which prevented my 
vetting the increase in the Puerto Rican scale which | had hoped. 

Senator Atiorr. I remember the discussion and work on that. 

\ir. Correr. I believe Mr. Inciso had a comment. 

Mr. Inctso. No. 

Senator Atsorr. I think there are still a lot of records we could 
vo into and explore here, but it seems to me that we have shown a 
very definite, leis pattern of the looting and abuse of union funds. 
| don’t believe that anything we could say or do could even make 
‘his man realize the moral significance of what he has done. I simply 
don’t think he understands it and for that reason, and because we 
ave still to dispose of Mr. Doria and Mr. Freedman this evening 
iefore the committee recesses, it would be my suggestion that unless 
ome member of the staff, or the chairman, has something further, 
we recess this hearing until a later time. I refer to recessing this 
iearing as to Mr. Inciso. 

Senator Douctas. On the motion of the Senator from Colorado 
iefore the committee, 1 suggest that it be postponed until after the 
examination of Mr. Doria is completed. There is involved in this 
tle question of physical possession of the records, and also up to what 
‘ime the physical presence of the witnesses may be required by the 
committee. [have no further questions. 

Senator Aruorr. I have no further questions. I think perhaps 
Mr. Edes, the attorney for Mr. Inciso, has a statement. 

Senator Doveras. May I say that Mr. Edes has cooperated fully 
vith the committee and has handled himself in a very ethical manner. 
Isn't that true ¢ 

Mr. Correr. Yes, indeed. 

Mr. Epes. We have endeavored to do that, Senator, and with your 
ndulgence I would like to make a statement which I would hope to 
keep within bounds of no longer than 10 minutes, if you will indulge 
ine that long. 

First of all, I might indicate that wholly apart from what has pre- 
eded our appearance here that not only have we attempted to coop- 
erate fully with the members of the staff, but we very much appreciate 
= cooperation and spirit which the members of the staff have, in 
which they have worked with us. 

Senator Dovetas. That is since last Friday. 

Mr. Epes. Since last Friday. 

| would prefer to review what has come out in the testimony, 
in terms of the objectives of the union. It appears to me that after 
iaving listened and worked with the testimony that the union was 
striving to do something which within the context of our present 
legislation was perfectly lawful. They were seeking to remove from 
the context of collective bargaining between them and the employer 
the (uestion of insurance, for whatever reason. There have been a 
whole series of situations, depending upon the particular shop with 
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which this union dealt, in some of which insurance was carried by 
a completely foreign carrier, and which was either in existence st 
the time the union went in or bargained for, as insurance to be paid 
for by the employer. 

As time went on, and «after, first, the establishment of a relat ionship 
between the union and the Continental Assurance Co., and following 
that with the American Continental Insurance Co., the union sought 
to withdraw from the control of the employer the entire business of 
insurance. I don’t think it has completely done so to date. It has 
in many companies. 

The only way that the union saw that it could accomplish that 
within the framework of our law was to remove the insurance pro- 
gram from any control by the employer, to bargain simply for wages, 
to increase the dues of the employees by an amount which would be 
equal to, or be more than immediately necessary to pay for, insurance 
premiums. That was done fully in several cases, I think, but I think 
it became best exemplified by taking one case, and one case which 
was the subject of htigation which was finally determined by the 
United States Court of Appeals for the Seventh Circuit, having its 
headquarters in Chicago. That case involved an action by the Na- 
tional Labor Relations Board against the Amalgamated local, this 
union, brought upon charges by two employees that they had been 
deprived of insurance benefits unlawfully, by virtue of the fact that 
they had refused to pay certain fines and assessments made by the 
union. 

I have read the opinions both of the National Labor Relations 
Board, which is known as Matter of the Amalgamated Local 286 et al., 
answer reported at 110 National Labor Relations Board 371, under 
date of October 18, 1954, and thereafter reported in National Labor 
Relations Board v. Amalgamated Local 286 (appearing at 222 F. (2d) 
95, decided Apr. 28, 1955). 

This posed the question rather squarely of were these dues or were 
these insurance benefits which were terms and conditions of employ- 
ment. If they were dues, then there would have been no violation 
of the National Labor Relations Act. If they were part of the terms 
and conditions of employment, like wages, like holidays, like other 
benefits, then there would have been a violation of the National Labor 
Relations Act. After hearing testimony before a trial examiner of 
the National Labor Relations Board, and upon review thereafter by 
the Board, and by the court of appeals, the pattern emerges and it 
is not altogether typical of what occurred here. 

There was a collective-bargaining agreement between the parties 
dated some time in November 1951. Under that agreement—and if 
I may quote from the circuit court of appeals’ opinion, it says: 

Under it— 
referring to the agreement of November 1951— 


Delta computed the insurance costs at $5.15 per month per employee, and there- 
after until December 30, 1952, this sum was added to and included in the wages 
payable to each employee, was then deducted from the total amount due the 
employee, and remitted to the union. 


At that point the Wage-Hour Division of the United States Depart: 
ment of Labor stepped in and indicated to the company informally 
that in its view this $5.15 per month as part of wages must also be 
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deemed as wages for overtime purposes. ‘That being so, and since it 
could no longer appear as a non-wage-hour attachable bonus, the 
parties in a later agreement integrated the $5.15 by virtue of the 3 
cents per hour wage increase. It ‘bee ‘ame part of the rate. 

The contract of December 30, 1952, is silent on the insurance ques- 
tion, except for the statement in the wage supplement with reference 
to the 3 cents per hour increase in wages and the further recital that 


Premiums are to be deducted as a part of union dues. If 


the court continues- 


this position is indeed ambiguous, all the points of record point to the conclusion 
that the parties intended that the insurance program under the 1952 agreement 
should be the responsibility of the union. This is borne out by the 


respond 
ent’s— 


meaning the union’s— 


letter of December 23, 1952, directing Delta, the company, to deduct union dues 
of $8.15 a month, whie h represented an increase in dues of $5.15 per month, 
and by a notice posted by Delta on January 5, 1953, to the effect that thereafter 
the deductions for insurance benefits would be included in the monthly deduction 
of the union dues. 

The foregoing is also from the court of appeals. Then, in a later 
part of the opinion, the court states as follows: 

The record leads to only one sound conclusion; namely, that the insurance 
coverage under the circumstances of this case was a benefit incidental to union 
membership and not a condition of employment. Its threatened withdrawal of 
the rights of the complaining employees as a disciplinary measure was in full 
conformity with the respondent’s right to regulate its internal affairs, 

Now, I have quoted that simply to point out that this was @ case 
which exemplifies not only several steps of what occurred in some of 
the other companies but exemplifies most completely what the union 
was trying to accomplish. Had it accomplished that in each of these 
cases fully, I think that while perhaps subject to criticism in terms 
of what ought to be, in terms of needed legislation to govern welfare 
and insurance funds, it could _ be criticized in terms of exist ing law. 

Senator Atrorr. Mr. Edes, I am very anxious to show you the 
courtesy of a brother attorney, nt I will share a story with you after- 
ward about that. 

Mr. Epgs. I have one, too. 

Senator AtLorr. However, I don’t see that the particular remarks 
will get us anywhere in this matter for this reason, that if we were to 
determine here whether or not your client has violated the Taft- 
Hartley Act, then it would be perhaps necessary to hear you at length, 
but we do not have any such purpose here. 

I am sure the chairman has no such thing in mind. As far as I am 
personally concerned, I will state this very “fr ankly, that if I did have 
to make a decision based upon the records that I have seen thus far, 
Which I admit is not all of the picture, I would advise that your client 
has violated the Taft-Hartley Act, even in the face of that decision. 

But I wonder if we—since the hour is getting along—if we could 
proceed to the comments or corrections or things that you think should 
be made in your client’s behalf to spell out the record so that we can 
move along? I am sure that your statement that you have made is 
your firm ‘conviction as to the situation, but since we don’t have to 
make a determination of that matter in our investigation of union 
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welfare and pension funds, I don’t think that it will serve much usefu! 
purpose. 

Mr. Epes. My only point, Senator, is this, that if these deductions 
and additions to the union treasury were dues, your questions of 
whether we had intermingled insurance funds with general unio. 
funds would be important. 

Senator AtLorr. You are surely right. 

Mr. Epes. It is our position that what the union sought to do was 
not to intermingle, because the union, at least, never viewed these as 
more than dues. 

[ am in full agreement with you, Senator, that this record need: 
lot of piecing out. I would have felt happier myself if I had had 
about a month’s notice rather than 2 hours’ notice in making a prese) 
tation, but I do think that several items you, yourself, called to 1! 
attention—at the opening hearing yesterday—of the committee 
important. 

For example, you make reference to the number of companies co 
ered by an insurance program, and the nature of their remittances 
going to the intent of the parties as to whether this was a remittanc ce 
of dues or whether this was a remittance of insurance funds and i 
surance dues. A member of the staff and myself examined the records 
last night, and a detailed summary of that has been made for the files 
of the committee, and I have had the courtesy of having a copy sup 
plied to me. 

But to summarize that, because the hour is late, I think it is impor 
tant to point out, at least, the facts as they exist. The facts as they 
exist are as follows: 

That of the 35 or 36 total companies which are under contract wit! 
this union, 5 have no insurance, so we can wash them out at this 
point. Of the remaining 31, 10 companies presently remit—and most 
of them have for some time, a matter of 6 months—the sum deducted 
as dues. Not only that, but the employees pay withholding tax on 
that amount which is remitted as dues, which would corroborate the 
fact that this was wages—a wage deduction. 

One company remits as dues, deducts withholding, but in a covering 
letter refers to a remittance for dues and insurance, and I can under 
stand that. I can understand what motivates it, and I can understand 
why it is done. I think there is a feeling on the part of counsel that 
there is something which might violate the Taft-Hartley Act if this 
were viewed otherwise, and this is a form of protection, although | 
would say a most meager one if that were true. 

In any event, a total of 11 companies, at least, do that. Interesting] 
enough, of the 20 companies which separate insurance from dues 1! 
their remittances, I made a spot check—and I quite agree it is a subject 
of criticism, but this is what I did, in order to find out exactly how 
they were viewed. I called Mr. Albert DeVito, who is an organizer of 
this union in Chicago, and I asked him to contact a total of eight com- 
panies which I picked at random, to find out what, in fact, the pay 
checks showed, how they viewed it. 

I would like to run through just this few. In the case of the Chi- 
cago Nipple Co., which is a company which remits bv way of segrega- 
tion, Mr. DeVito advised me that he spoke to Mr. Herter, who is the 
company bookkeeper, who examined the checks paid to employees. 
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and the stubs, and they show $3 union dues plus $6.15 union insurance, 
The company added the $6.15 to the employee's check, much as Delta 
used to do, and then deducts the total $9.15 from the pay of the em 
Jloyee during the final week of the month and the employee pays the 
withholding tax on that. That is true of Chicago Nipple and true, 
though the amounts might be different, of Chicago Rode It is true 
of the Payson Co., it is true of the Harris & Reed Co., it is true of 
the L. J. Miley Co., it is true of the Wilson Athletic Goods Co., and 
in three other companies, the Munton Corp., the Salkover Corp., and 
the Wisconsin Can Co., as of December 1955, the company will deduct 
the $9.15 from the pay as dues of the employees, and the employees 
will pay the withholding tax. 

My only point is that the records are incomplete, and the minutes 
of the union meetings are incomplete, and quite properly so, because 
in the Delta Star case where this was a matter of litigation, where 
the insurance program was being carried out by way of deductions 
from real wages, if you examine the minutes of those meetings there 
is scarcely a reference to the subject of insurance. There is certainly 
no reference that appears in the court decision to a letter by the union 
to the company, a notice by the company to the employees, that this 
was going to be the practice. 

And T have no doubt that it was done in all of the cases—in most of 
the eases. I am advised that it was done in all of the cases. 

Senator Atnorr. You know, Mr. Edes, of course, the authority of 
the committee to investigate this matter does not depend upon whether 
that decision is one way or the other, because the two resolutions 
which created this committee authorize it to investigate all phases 
of it, whether the union has an insurance plan or not, whether it 
comes within the Taft-Hartley provisions or not—you understand 
that? 

Mr. Epes. Don’t misunderstand me, Senator. I understand that 
quite fully, and I think certainly from the little that I heard prior 
to the time that we took the stand, that this certainly merits investiga- 
tion, and even based on my firsthand knowledge as a labor relations 
counsel for many years, and having been in this field for over 20 
years, with the Government mostly. We know that there are abuses 
and it is important this committee put its finger on them, and it is 
more important that legislation be secured to correct the abuses. My 
only point is that what this union was trying to do—what it was try- 
ing to do was perfectly legitimate under existing law. I don’t say 
that this committee doesn’t have a full right to investigate what was 
done, to determine for itself, even, whether it was done correctly or 
incorrectly, and certainly to determine by way of future legislation 
whether it should be permitted. This poses a problem in the sense 
that this is an unorthodox type of situation, in the sense that what 
the committee has been investigating is the abuse by way of dealings 
between insurance company, broker, union agents, and other closely 
allied relatives. , 

This is a unique situation in the sense that, ought Congress to legis- 
late and what kind of legislation ought to be enacted in a situation 
where a union member, as part of his dues, receives insurance benefits 
Irom a policy placed by the union with an insurance company—and 
one step further, that where a union has control of some important 
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piece of business, the relationship between the union and the insurance 
company—and these are all perfectly important points for the com- 
mittee to investigate to determine whether or not legislation should 
or should not be enacted. 

Our only point, both in terms of our position and the attack which 
has been made in the papers, and which quite frankly, I would like 
to say in open session, I feel most bitterly about, because to me this 
represents one of the clearest cases of conviction before there was an 
accusation—I am talking in terms of what I have read in the papers. 

Senator Doveras. Is your comment directed to the newspapers or 
to the manner in which the committee has conducted its hearings? 

Mr. Epes. It is directed solely to the manner in which the committee 
hearings are being reported to the public. 

Senator Dove.as. Do you think the committee has been fair in its 
conduct of the hearings and examination of the evidence? 

Mr. Epes. I think the committee has been very fair, has been com- 
pletely fair. I will say quite frankly, Senator, that there is a tend- 
ency for anyone who sits in the position in whic h you are sitting, who 
has heard the kind of evidence that. you have heard, not to believe some 
things, even when they are true, but this is simply a frailty of human 
nature, and we find ourselves under a tremendous handicap in that 
kind of situation because unions are most notorious for keeping the 
world’s worst records. And even when we get to a point about some- 
thing where I know it is true and then we go to the records and we 
can’t find it, it is most disappointing for the union, and yet from your 
point of view I can understand the suspicion with which you regard it. 

I would like to state this on behalf of myself, that we propose to 
continue to cooperate with the committee. Anything that the com- 
mittee thinks we can do which will help expedite both this case or a 
continuing view into the subject of welfare, we would be most happy 
to work for. 

Senator Doveras. The chairman has tried again and again to em- 
phasize the fact that we do not regard ourselves as a court. We are 
not a civil court nor a criminal court, but we do have an obligation 
to develop what we believe is germane to the truth. 

Mr. Epes. We recognize that, Senator. 

Senator Dove.as. Reserving the full right of reply by counsel: If 
you have any questions which you would like to have the Chair address 
to the witness, I would appreciate it, if you would write them out 
and the Chair will address them to Mr. Inciso, because I believe you 
should have a limited right of cross-examination—not an unlimited 
right, but a limited right. 

‘Mr. Evers. 1 recognize that. I have appeared before other com- 
mittees, chiefly as an official of Government and as a lawyer for the 
Government, and I think that this committee has been extremely 
liberal in the extent to which it has permitted counsel to participate. 
I certainly appreciate that very much. 

Senator, I have no written questions that I would like for the com- 
mittee to address to the witness at this point. I would like, however. 
to have the permission of the committee, if upon further study and 
reflection—because we have been working here day and night with 
very little time for thought—to address a statement, if I deem it to 
be desirable, to the committee, together with such supporting evidence 
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as may be germane to that statement, under oath, if you deem it 
desirable, at an early future time. 

Senator Dove as. I regard that as a right, not as a privilege. If 
there is no objection, 1 will accord it. Are there any further questions ¢ 

Senator AtLorr. No further questions, Mr. Chairman. 

Senator Doue.as. We request Mr. Inciso to stand by until we finish 
the examination of Mr. Doria, 

Mr. Doria, would you come forward and take the stand, please ¢ 


FURTHER TESTIMONY OF ANTHONY DORIA, SECRETARY-TREAS- 
URER, INTERNATIONAL UNION, UNITED AUTOMOBILE WORKERS 
OF AMERICA, AFL 


Senator Doveras. It is understood that you are still under the 
original oath which you took ¢ 

Mr. Dorta. Yes. 

Senator Doveias. Do you wish to have counsel to represent you ? 

Mr. Doria. I don’t particularly desire counsel. 

Senator Dove as. You may have it, if you wish. 

Mr. Dorta. I don’t care about it, Senator, thank you. 

Senator Atxorr. Mr. Doria, the other day you were examined be 
fore this committee regarding your records in California, with rela- 
tion to local 286. 

Mr. Doria. That is right. 

Senator ALLorr. Do you at this time have an account in a bank in 
Milwaukee for local 286? 

Mr. Dorta. No, I believe that account was closed at the time the 
funds were transferred to California. 

Senator AtLorr. Did you have such an account ? 

Mr. Dorta. Yes, there was such an account. 

Senator ALLorr. When was that account closed ¢ 

Mr. Dorta. Immediately after the international headquarters were 
moved from Milwaukee to Beverly Hills. 

Senator At.torr. And in what name was that account? Who was 
entitled to write on it, who wrote the checks, who received them, and 
so forth ? 

Mr. Dorta. Well, the account was under the name of UAW-AFL 
Amalgamated Local 286. Those checks disbursed from that account 
were disbursed by me on vouchers which I received from the local 
union, and of course, they were sent to the people they were made 
out to. 

Senator Axttorr. Did anyone else have authority to write on that 
auccount ¢ 

Mr. Dorta. No one on the Milwaukee account, other than myself. 

Senator ALLtorr. Who received the canceled checks ? 

Mr. Dorta. The canceled checks on the Milwaukee account were 
returned to me. 

Senator AtLorr. Did you have an account in California? 

Mr. Dorta. We had an account in California, at the California 
Bank. 

Senator ALLorr. What was the name of the account ? 

Mr. Dorta. The same thing, UAW-AFL Amalgamated Local 286. 

Senator ALttorr. And in what bank? 
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Mr. Dorta. The California Bank. 

Senator Atiorr. And at what place? 

Mr. Dorta. Beverly Hills. 

Senator ALLorr. The ( ‘alifornia Bank in Beverly Hills, Calif.’ 

Mr. Dorta. That is what I recall the name to be. I believe that 
is it. 

Senator Axrorr. Is that account now active? 

Mr. Dorra. No; that account is also closed. 

Senator ALLorr. When was it closed ¢ 

Mr. Doria. That was closed at the time all funds were returned 
to the Chicago account. 

Senator ALLorr. When was that ? 

Mr. Dorta. I frankly couldn’t give you an approximation of that 
date. I would have to have access to the records. 

Senator ALLnorr. Was this a month or 6 weeks ago ? 

Mr. Dorta. No; it was longer than that. 

Senator Atiorr. Two months? 

Mr. Doria. I would say it was even longer than that because whe: 
we moved our headquarters from Milwaukee to California, the in 
advisability of operating the account that far away from the local 
union immediately showed itself and it was not too long after that 
change had been made that the account was tr ansferred back into 
the Chicago banks. 

Senator Atiorr. Who had authority to write on that account 

Mr. Dorta. The California Bank was under my own authurity. 

Senator AtLorr. And no other person ¢ 

Mr. Doria. No other; that is right. 

Senator ALiorr. Where were the checks returned to after they were 
cashed ¢ 

Mr. Dorta. Canceled checks on the California account were re- 
turned right to me, in my office. 

Senator AtLorr. Do you have those in your office at this time? 

Mr. Dorta. Yes. 

Senator AtLorr. Do you have the records of the Milwaukee account 
in your Office at this time? 

Mr. Dorta. I think that I have the canceled checks, as well as 
duplicate vouchers of everything that I have ever handled in my 
dead files; yes. 

Senator Attorr. Now, when I cross-examined you before, Mr. 
Doria, I asked you specifically about all of the records which you 
had in California, touching local 286. I went over and enumer: ated 
the various items for you, I believe, twice, as you can see from the 
record, if you care to examine it and at no time did you mention either 
of these bank accounts, did you ? 

Mr. Dorta. No, I made no particular effort to avoid mentioning 
them, either, because the record I was talking about would clearly 
indicate that, and the records which I submitted to the committee 
indicate a complete reconcilement of the three accounts and how the 
transfers took place. 

Senator AtLorr. Now will you answer this question. You did not 
mention in that cross-examination at any time the records of either 
one of these accounts as being in the records of your office did you‘ 

Mr. Dorta. No, I didn’t think that was important, Senator, because 
I was talking about records at that time with you, and I was making 
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no references as to whether the accounts were in one bank or another 
because the records, regardless of what they might be would be 
drawn on the active accounts as these accounts were moved around 
ihe country, as our headquarters were moved. 

Senator Atxorr. I asked you the other day—and I am reading 
from the record: 

Now, you have the receipts. You have the duplicate copies of the receipts, 
{nd what other records do you have? 

Mr. Dorta. That is all I have. I have no other records.’ 


Mr. Dorta. Now with respect to a particular type of operation— 
now, we had an operation, for example—— 

Senator Atxiorr. I am not talking about operations, I am talking 
about records of local 286, and you so answered the other day, did 
you not ¢ 

Mr. Dorta. I did not understand the question in that context at 
all, Senator, because we were specifically talking about what was sent 
to me on the basis of an operation that involved a Mrs. Hall from 
the union office in Chicago and certain information as to what she 
sent me, the information. she gave the committee. Along the line 
of reasoning we were following at that time, I told you those were 
the records which I had. There would be no object, because had I 
given you such testimony as that, to be all inclusive, there would have 
been no object in submitting to this committee the recone ilement of 
the various accounts that I had. 

Senator Atiorr. Now let me read from page 1008 of our record. 
This is you speaking: 

That is all Ihave. I have no other records. 

Senator AttorT, That is all the records of the company you have? 

Mr. Doria, That is right. Of the union. 

Senator Atiorr. You certainly have worksheets. Do you not get a copy of 
the expenditures? 

Mr. Dorta, It is those receipts, the disbursement records. 

Senator ALLorr. Receipts are not disbursements. 

Mr. Dorta. I said receipts and disbursement records. That is the only thing 
I get. 

Senator AtLtotr. Then you receive carbon copies of all disbursements, is that 
right? 

Mr. Dorta. The record which they send me, that is right. 

Senator ALLorT. Now, what other records do you have? 

Mr. Dorta, That is all. I have no other records. 


Mr. Dorta. That is right, and I will tell you exactly what it ap 
plies to. You were talking at that time about the exact operation 
that is going on and has been going on for practically all of 1955. 

Senator Atrorr. I was talking about: the operation of 286. IT am 
perfectly satisfied, without arguing, to leave this case on the record 
right now, as to whether you were given an ample opportunity to 
(isclose what records you have, and "I think the record shows that 
you purposely evaded and failed to disclose your records. 

Mr. Dorta. Senator, that is not true. That is positively not true. 
That would not jibe at all with the fact that I have submitted to this 
committee, myself, a complete record showing the reconcilement. of 
the 3 bank accounts, and that I have submitted an audit report that 
can be checked back to 3 bank accounts; that the disbursement record 
which I am speaking of, that I have, is in check form, indicating 


*See p. 1008, supra. 
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the bank account, and if you say I deliberately concealed that, you 
are completely wrong. 

Senator Atiorr. Well, Mr. Doria, you ought to have your atten- 
tion called to the fact that you appeared here in bespenee to a sub- 
pena for those records and for all memoranda pertaining to receipts 
and disbursements of local 286, and when you appeared before this 
committee, you did not appear with any records at all, according to 
your own statement. 

Mr. Dorta. That is right, and I gave the reasons for that. 

Senator Atuorr. That is all I have, Mr. Chairman. 

Mr. Correr. Mr. Chairman, may I suggest-——— 

Mr. Dorta. Mr. Cotter, before leaving this, could I give the rest 
of my comments with respect to it, because I think it does need clari- 
fication. The important thing is that I also made this committee 
aware of the fact the day that I came in that there were two types of 
records which I could produce for this committee. One was the recent 
records which possibly could get in here by a telephone call. 

In addition to that, I also pointed out this to the committee at that 
time that I had in my dead files records that went back possibly to 
1951, in the international office, and there was no one who could 
identify those, and since they were in the dead files, it would require 
my return to Los Angeles. I offered to procure them. I even of- 
fered to return to Los Angeles in the company of a representative of 
this committee to procure : those records; that those records are still 
there, and no telephone call could possibly have gotten those records 
here. 

Among those records, Senator, are some of these canceled checks 
on the various accounts, a complete reconcilement of which I have 
already given this committee. 

Mr. Correr. W ell, Mr. Doria, we learned that you had possession 
of the bank records from Mr. Inci iso, and you made no mention of 
bank records. You said you had resigned, that the records had been 
sent somewhere else, and there was creat mystery surrounding it. It 
is my definite impression that you were much less than fr ank in your 
testimony of the 28th. 

Mr. Dorta. Mr. Cotter, may I say to you that I, in my testimony to 
this committee, made very clear distinctions as to what records I 
had. 

Mr. Corrrr. Can’t the record speak for itself on that, Mr. Doria‘ 

Mr. Dorra. No; because I was interrupted so often when I first came 
here that I don’t believe there is a complete statement on that record 
from me with respect to any matter. It is the one reason why I have 
been here for a whole week, every day practically, to get an oppor- 
tunity to clear that record that is in there in a plec emeal fashion. 

Senator Doveras. Do you want to make any connected statement in 
explanation at this point? You certainly should have that chance. 

Mr. Dorta. With respect to what, Senator ? 

Senator Doveias. With respect to these matters that have been 
touc ‘hed upon and your alleged failure to produce the bank records 
which were called for. 

Mr. Dorta. Yes. I would merely repeat, Senator, that the records 
which now are in the possession ‘of this committee, which I have 
brought in to this committee, are the 1955 records. They also include 
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with them certain copies of reports, such as audit reports, bank recon 
cilements of previous years that were picked up by the people in the 
office who sent those records in here. 

I also pointed out to the investigator that I have talked to, that I 
have other records in addition to those, but I have no way to get to 
them. Since our records were moved from Milwaukee to Beverly 
Hills, we have practically a completely new staff. There is no one 
there familiar with those records who could get to them. 

I can produce the additional records that I have but, very frankly, 
I couldn’t even identify them as to the years at the present time, but if 
they want check stubs, which are the equivalent, as far as my records 
are concerned—and I again pointed this out to the investigators— 
whic h are the equivalent of the disbursement records, which show the 

heck number, the amount, and upon whom they are drawn, this com 
mittee ¢ ‘an have them at any time, once I am given the opportunity to 
return to Los Angeles and dig them out of the dead files. 

Senator Doveias. We don’t want to build this up to excessive 
length, but I am informed that the subpena served upon you called 
for the production of records, not merely for the current year 1955, but 
for preceding years. 

Mr . Dorta. That is right. 

Senator Dovcnas. So there was an obligation upon you to get these 
records out and you had 5 days in which to do it. 

Mr. Dorta. Thanksgiving included; yes. 

Senator Doveras. As I say, a mandate from the Government has 
precedence over turkey. 

Mr. Dorta. Senator, I don’t want to go back and rehash the record 
made the first day, but I tried to point out that immediately upon 
receipt of the subpena, I called my attorneys, presented the subpenas 
tothem. They told me that I—on the face of the subpenas—didn’t 
even have to accept them. They couldn't hold me. I told the attor 
neys I wanted to come in here to give whatever information TI had. | 
had nothing to hide, and to forget about the subpenas, but merely to 
call this committee and ask for additional time for me to be able to 
vo into these files that were moved as recently as 1 year ago from 
Milwaukee, stacked up in stockrooms, not. even stored as yet, they are 
still there, and dig out these records, and that I would bri Ing them to 
this committee. 

They called. They advised me that the committee had a tight 
schedule and insisted in any event I should be in here. ‘That was the 
advice the attorneys gave to me. I then asked, “Why would the 
subpena call for these records?” My own attor ney told me, “Ap- 
parently they are merely interested in determining the whereabouts 
of the records.” 

I said, “On that basis, I might as well get there immediately,” since 
I was already coming to the convention. 

Senator Doveras. The hiring of incompetent attorneys is not a 
defense, as I understand it. 

Senator Atiorr. Yes, I think it might be well to have for the record 
the names of the attorneys who advised you that you could disregard 
the subpenas of this committee. 

Mr. Dorta. They didn’t advise me to disregard them. They asked 
me whether or not I wanted to challenge them. I told them “No.” 
And I haven’t challenged them yet. 
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Senator Atuorr. Mr. Doria, it is a fact that you appeared here 
without any records, you testified at length about not having any, and 
at no time during that testimony did you ever mention a bank account 
or records pertaining to a bank account either in Milwaukee or 
California. 

Mr. Dorta. Senator, I had no idea 

Senator Atiorr. Is that true or not / 

Mr. Dorta. Certainly it is true, because I had no idea at that time 
that you people were interested in pinpointing the type of records 
If you will go back into the record, you will find that I also asked 
the question, “What kind of records are you talking about?” Don't 
forget the subpena, if you want to get that finicky about it, was at 
tached to the international subpena, and the international has no 
records at all from the local union. And I am not raising those ques 
tions, but I am trying to give you a straight, forthright answer to 
straight, forthright questions. 

Senator At.torr. You have them, and whether or not you had them 
in your possession when you came here to testify under oath, you are 
obligated to testify to what you know about them, Mr. Doria. And I 
may say this, that you may be able to shout down other people but 
you are not going to shout me down, and you might as well get 
that clear. 

Mr. Doria. Are you through, Senator / 

Senator ALLorr. Lam through now, yes. 

Mr. Doria. My interest is not in shouting down anybody, but I do 
believe that anyone who has followed my cooperation with this com 
mittee since the day that I came in here should be aware of the fact 
that I am sincerely trying to cooperate with it. They should be 
aware of that. 

Senator Attorr. Mr. Doria, your appearance before this committee 
is one of the utmost deceit. 

Mr. Dorta. What is that? 

Senator Atiorr. Your record with this committee is one of thie 
utmost deceit. 

Mr. Dorta. If you would like to make that statement under a lie 
detector, I would like to make mine that I am not, and I bet mine 
would hold better than yours. I make that statement. I am sincere 
when I make that statement. 

Senator Dovetas. The Chair would like to make this comment. 
Frequently I find that tones of voice affect temperaments and we have 
tried, on our side, to keep our tones of voice at a noninflammatory level. 
While the witness has the right to speak loudly, if he wishes, I think 
on the whole we will get along better if we converse with each other. 

Mr. Dorta. I will just turn down this microphone. I have a voice 
that picks up very, very easily on microphones and it is one of the 
things I can’t help. It is not intended to be irritating, I assure 
you. 

Senator Atiorr. Mr. Chairman, I have all the questions answered 
th: at I want answered. 

Senator Dovenas. Mr. Cotter 

Mr. Correr. Mr. Chairman, with your permission, I would like to 
suggest that the subpenas for Mr. Inciso and Mr. Doria be continued 
until January 10, which is, I think, the second Tuesday in January 
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056. Could we continue the subpenas of Mr. Doria and Mr. Inciso 
til the second Tuesday in January, in order that the staff might 
vet in additional records which Mr. Doria claims now to have, and 
to continue our examination of the local 286 records in an attempt 
to put together some sort of a picture with respect to the insurance 
payments ¢ 
~ Senator Doveias. The Chair is willing to agree to that, with two 
ialifications attached to it. First, that the physical attendance of 
ther Mr. Inciso or Mr. Doria will be required, because to compel 
them to stay in the city during this time would, I think, be an intrusion 
upon their freedom and would cause them excessive e xpense to which 
we should not put them. 

Mr. Correr. It is also possible that, at the end of that time, if we 
ive full cooperation in the interim and have been able to make 
the analysis of the records which we will receive, the committee may 
decide that their presence is not required on that day. 

Senator Dovanas. The second qualification of the chair is that the 
ittorney or attorneys for Messrs. Inciso and Doria should have the 
right of access to the records at times when representatives of the staff 
re present. 

Mr. Correr. Therefore, would it be at 10 o'clock on the second 
Tuesday in January 1956 in room P-63 ? 

Senator Dovuetas. The chair is not certain of his own commitments 
on the 10th. With the understanding that this is the approximate 
date, the case will be continued until then. 

Mr. Dorta. Mr. Chairman, may I ask one question: With respect 
to the questions that have been in question right from the very be- 
rinning, in my original appearance before this committee, do you want 
those records sent in here? 

Mr. Correr. We would like all bank records sent in here. 

Mr. Dorra. I can send you the complete records once I get back, 
if you will tell whom you want them sent to. 

Senator Doueias. I will ask Mr. Doria to meet with the chief coun- 
sel after the meeting. 

Mr. Dorta. I also suggest this: I do not know whether or not. it 
is possible. It may lend “something to it. That is, if you do have an 
investigator who can come there and work with me on them, he 
might get a lot more out of them than by just shipping them in 
here, because I would have them all in complete order if that was 
(lone by this committee. 

Senator Doucias. We will consider that, but the understanding is 
that you will be told with some definiteness the type of records we 
Wish, 

Now, there is one final question before you leave the stand, Mr. 
Doria, that I should like to ask, and it is not directed to any legal 
matter involved. You have heard the testimony on Mr. Inciso’s 
expenditures, and so forth. Do you regard those expenditures as 
proper, and indicating a correct sense of trusteeship and stewardship ? 

Mr. Dorta. It is awful difficult for me to give you an answer to 
that question for this reason: they are all attr ibuted to or ganizational 
work generally. In organizational work we always have to make this 
decision: do we assign 2 men or 3 men to a job, or do we contact 
somebody who can get it done for us on the inside, and do we play 
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with the right people, so to speak, to get it done that way and save 
ourselves the other expense? We have organizational drives that 
have cost us $50,000 and they have netted us nothing. So when we 
see an opportunity to come alive with individuals who might be 
influential with respect to something they could contribute that “might 
be in the nature of success to us in organizational work, we will take 
them. 

Senator Doveias. You are referring to these rings and watches and 
clips given to officials of the Te: amsters Union ? 

Mr. Dorta. That is right. 

Senator Doveias. Do you mean the Teamsters Union, by refusing 
to deliver goods or refusing to take goods out, could help you while 
on strike? 

Mr. Dorta. It is not necessarily that. We don’t give gifts to induce 
violations like secondary boycotts and things of that nature. 

Senator Doveias. What was this for, unless it was to control the 
movement of goods in and out of a factory 4 

Mr. Dorta. I don’t think it necessarily has to be that. It can be 
on the basis of people who come to them on industrial organization, 
instead of going to somebody else. 

Senator Douaias. This is what is known in business as a finder’s 
fee? 

Mr. Dorta. What is that? 

Senator Dougtas. Is that what is known in business as a finder’s 
fee? 

Mr. Dorta. There is no finder’s fee to it, Senator. It is just like 
other business people would do. I can sell. 100,000 motors from a 
motor manufacturer and pay a good-sized commission. We learned all 
these things from business. We are following in their footsteps 
but not spending as much money, yet. 

Senator Atuorr. Mr. Doria, I want to say this: I have been an 
attorney and represented business for a great number of years—in 
fact 26—and I have never seen anything anywhere in business that 
even compared with the activities of this union. 

Mr. Doria. You didn’t? 

Senator Arttorr. Never. 

Mr. Dorta. I sat right in this hearing room, Senator, and found 
companies dangling $199,000 in commissions for ‘business. 

Senator Auzorr. I have never seen it in my life; I will tell you 
that. 

Mr. Dorta. I also heard about $750,000 being dangled as commis- 
sions in front of people to get business. 

Senator ALLorr. Commissions are one thing; bribery is another. 

Mr. Dorta. I don’t think you would call this ‘br ibery, Senator. We 
are not bribing anybody. 

Senator Atiorr. Let me ask you this question: What sort of serv- 
ices would a man perform for local 286 that would be worth a $1,200 
ring ? . 

Mr. Dorta. In one strike alone—let’s assume that in one strike sit 
uation alone, the right contact through someone they may be negot! 
ating with, with people that you could approach with confidence and 
sit across the table from, and amicably settle something, even though 
only 100 people were involved, we would save those people $8,000 in ! 
week, by that contact. It iscertainly worth $1,200. 
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Senator Axvorr. This is Mr. 
union ¢ 

Mr. Doria. I don’t know Mr. 

Senator ALLorr. 
all along here. 

Mr. Dorta. He must have contributed something. 

Senator Atiorr. He surely must have, and I would like to know 
what it was. 

Mr. Doria. I am going to ask him after I get out of here, 
believeme. Iam also interested in what was contributed. 

Senator Dovueias. Mr. Doria, you say that the teamsters union did 
not help you by refusing to deliver goods to, or accept goods from, 
plants out on strike, but they helped you in making proper contact. 
Do you mean with the employees ? 

Mr. Doria. I am not saying that, Senator. Let’s not get out of 
context again. Tomorrow I will be asked why I said certain things. 
[ say that is a possibility. I know I would work on that basis. The 
exact situations testified to here today are not a part of the inter 
national business and unless we get a complaint, or something hap- 
pens to bring them to our attention, we don't investigate them directly 
because we have approximately another 365 locals besides 256. 

Senator Doueias. Don’t you think it is a rather bad practice to give 
watches at $300 and rings at $1,200 and $1,100 ? 

Mr. Dorta. No; I don’t think so. 

Senator Dovgias. You don’t think so / 

Mr. Dorta. I detinitely do not, sir. 

Senator Dovucias. You don’t think it is bad practice for a union 
oflicial to go to Latin America and stay at the Caribe-Hilton and then 
have a somewhat dim and hazy view of the countries he visited, and 
so forth ? 

Mr. Dorta. I was invited on one of those trips for 90 days to accom- 
pany some Senators and was guaranteed a good time and refused it. 
It is not only done in labor. I know of a Senator who took some of 
those jaunts and I think they have very hazy ideas, too, of what they 

saw when they got back. 

Senator Dovenas. Lam ver vy hi Ppy to say I never took any. 

Mr. Dorta. I am glad to hear it, because I always had : 
respect for you. 

Senator Dovuatas. I think I was invited to the Caribe-Hilton and 
[turned it down. If I go down to Puerto Rico to investigate wages, 
l intend to stay at a boar dinghouse. 

Mr. Doria. Senator, again I don’t agree with you because the day 
of the labor organization being next to the gashouse and the labor 
leader dressing like the turtlenecked-sweater bum used m: uny times in 
caricature—that day is over. I think labor-union representatives to 
day are entitled to the positions they hold. 

Senator Doveias. To diamond rings ? 

Mr. Dorta. If the man sitting across the table from me wears a 
diamond ring, I think I am entitled to the same thing. I represent 
my people on the same level. 

Senator Doueias. $45 rooms at Las Vegas ? 

Mr. Dorta. If the management across the table from me who has 
100 people in his plant can wear them, I, who represent 1,000, ought to 
he entitled te to it: ves. 


Peick, a member of the other teamsters 


Peick at all. 
Asa matter of fact, Mr. Peick kept getting presents 
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Senator Atvorr. If you earned them by your salary, I agree with 
you. . 

” Mr. Dorta. If I earned them, Senator, on the same basis that the 
people who received them from management earned them, L am also 
entitled to them. 

Senator Avorr. If you earn them in a direct salary you are en 
titled to them. No one quarrels with that. These funny payments, 
these funny kickbacks, this gaining of influence with little gifts and 
big gifts to me is one of the most unfortunate things that could eve: 
occur in an instance of this kind. Coupled with it is the fact that you 
have these mixed-up funds, insurance and union dues, and one man, 
one man alone disbursing thousands and thousands and thousands of 
dollars upon his own say-so. 

Senator Dovcias. And approves his own expense accounts. 

Senator AuLorr. Approves his own expense accounts, writes |i) 
own checks, never has to get the signature of anybody else on a check, 
and for all the records we have here so far, although he said he told 
the people about it after he did it, | believe for all the records we have 
here, we do not have any sign of a report to the union membership as 
such. 

Mr. Dorta. Senator, it might interest you to know that on one occa 
sion I listened to enough of that kind of talk that I was actually 
induced to go into C hie: ago and call a meeting—call a meeting that 
represented every plant in that local union. 1 brought all those 
rumors and all those statements to them and I walked out of there 
with a unanimous vote for the president that they approved of his 
activity and approved of his management of the local union. I don’t 


think there are any secrets. There is one thing we cannot help. When 
we pick people out of a plant to write minutes, we don’t have re 
porters. We have people who work all day long. ‘To them a state 
ment like, “We talked about insurance” may be the extent of a 20 
minute conversation or dissertation that might have been made to 
the membership on insurance. That is the way they would record it. 

It is unfortunate, but the minute we start to — -and this is 


another point that maybe has been greatly overlooked by the commit 
tee—the reason these records are in the condition they are is that they 
furnish us with the things that we need to operate a union. If we 
were operating a manufacturing company, and were we subject to 
the same type “of tax regulations that industry is subject to, because 
of the nature of their income, we would naturally be forced to do 
something else, and our profit and our dues, everything else that 
would be “comparable, would be higher. But because of the fact _ aut 
we limit ourselves to the kind of an operation that is required of 1 
and when a situation of this kind manifests itself where someone 
seeks records from us, we are not prepared to give you the kind of : 
breakdown that we would give you if we were in business. 

I know, I have handled records on both sides. I wouldn’t handle « 
set of business records the way I handle a set of local union records. 
But on the other hand, I am given more money, invari: ibly, to handle 
business records than I am ever allowed to handle union records. 

Senator ALLorr. You wouldn’t exactly say that Mr. Inciso has been 
underpaid for the records that he has handled, would you? 

Mr. Dorta. IT definitely would be the last one to say Mr. Inciso has 
been underpaid. He has been one of the best paid men in our union. 
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One of the best paid men in our union. It so happens, however, he 
has the largest local union in our international union, also. 

Senator Dovetas. Mr. Doria, what distresses me is that in your 
defense, and in that of Mr. Inciso, you don’t seem to realize that what 
vou are doing is taking money out of the pockets of the workers. 
This money doesn’t come out of the air. It is contributed both in 
union dues and insurance payments, from people who are fairly hard 
pressed. Now, a sense of stewardship, a sense of trusteeship, would 
require a much more simple scale of living. You are not representing 
huge corporations. You are representing hard-pressed men who are 
workers. 

Now, apparently no report was made to the employees of National 
Video of this trip to Puerto Rico. That was done without telling the 
workers before going down there and no reports were made after the 
trip. I doubt that reports are made on any of these trips. ‘The only 
conclusion we can draw is that they are pleasure junkets paid for, 
as T say, by relatively low-paid wor kers. 

Now, I don’t know whether this is legal. It may be. I don’t know 
that itis illegal. But I think we should examine not only the legality 
but the propriety of such acts. What distresses me is that both you 
and Mr, Inciso seem to see nothing wrong about these expenditures. 
You know, it is expenditures like these which discredit the labor 
movement—<discredit the good aims of the labor movement. They 
cast, reflections upon unions which do not practice such expenditures. 

Mr. Dorta, Senator, to the contrary. It is expenditures such as 
these that expand the horizon of labor leaders to the point. where they 
can more adequately compete with what is sitting across the table from 
them that has been doing this for 100 years. 

Senator Doveras. I do not think that it is necessary to have 
diamond rings, diamond watches, to travel like millionaires in order to 
represent labor. You can represent labor in a blue serge suit from a 
+9 room just as adequately, with more support from your rank and file. 

Mr. Doria. No, Senator. 

Senator Doveias. You don’t have to do this to represent them. 1 
won't say what your purpose is, but the result is that you live on a 
lavish scale, which they can never hope to approximate in their 
palmiest days, 

Mr. Dorta. I don’t. say T live on a lavish scale. T don’t think the 
scale is lavish. I can show vou thousands and thousands of people 
in this country who wouldn’t even stoop to this seale that we call 
lavish, here. 

Senator Douctias. Who wouldn’t stoop to a $45 a day room ? 

Mr. Dorta. That is right, they wouldn’t think of it. We have met 
them. 

Senator Atiorr. You can show us thousands and thousands? 

Mr, Dorta. Thousands. I think you know where to go as well as 
I, Senator, to find them. 

Senator Atiorr. No, I don’t. Where? 

Mr. Dorta. Some day let’s you and I go on a trip together, and I 
will pay the expenses, if IT am permitted, and I will show you a lot 
of people. 

Senator Atiorr. I will take care of my own. 

Mr. Dorta. The point is, and one of the things I will personally 
fight as long as I am in the labor movement, a labor representative 
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must take a so-called second-class citizenship from the rest of soc oy: 
1 don’t believe in it, Senator. I never will support that kind « 
thinking. 

Senator Doue.as. I do not think that first-class citizenship requires 
the expenditure of either dues or insurance money from hard-pressed 
manual workers to live in $45 rooms, to take lavish trips to Latin 
America, to Europe, to Puerto Rico, and Las Vegas—several trips to 
Las Vegas—which seem to have no tangible relationship to the business 
of the union. And what distresses me is that you justify this. 

Now, people make mistakes, and they get into lines of conduct and 
they suddenly wake up—— 

Senator Atiorr. We have had examples of that here. 

Senator Doveras. To the point where they realize that what they 
have been doing has been wrong, and though the process is tough, the 
result has been beneficial. We don’t require a public confession, or 
anything of that kind from you, but I do ask you to consider this in 
the quietness of the night and—— 

Mr. Dorta. Senator, may I point out just one thing more? 

Senator Dova.as. Surely. 

Mr. Dorta. That in the course of my living every day, and in the 
course of your living every day, we buy an awful lot of commodities 
that we have to use, that today we begin to recognize as necessities. 
I venture to say there is not one single commodity that you buy that 
could not have been sold cheaper to you and to me, if the fellow who 
manufactured it had not spent maybe a couple of days in Vegas and 
lost some money, or went to Florida, and he has the right as an indus- 
trial representative to spend that as he will, to account for it as he 
will, without having the spotlight of public opinion flashed upon it, 
and used as a basis of whether or not it has raised the cost. 

But in labor organizations you do the same thing and it gets the 
spotlight of public « opinion: “Is this thing right? Is this thing moralls 
correct ¢” 

Senator ArLorr. That statement is not correct, sit 

Mr. Dorta. In what way is it wrong? 

Senator Atxorr. I think probably more officials of companies have 
their traveling expenses scrutinized by the “revenuers” than anybody 
else in this country. Now, I realize that there are abuses. You say 
that Senators travel. Let it be noted for the record that I am not one 
of them, except at my own expense. When the time comes when I think 
it is necessary, however, I shall do it, and all of the rantings of people 
who don’t realize everything that is at stake, will not change my 
decision. 

But, Mr. Chairman, at this time I move we dismiss the witness. My 
only remark about it is this: I think that the remarks of this man, and 
also his predecessor on the witness stand, Mr. Inciso, have probably 
more graphically portrayed the conditions which this committee is 
aiming at than anything the committee might have produced, itself. 

Senator Dovetias. The hearing is adjourned until 

Mr. Epes. Mr. Chairman, I was left sort of at sea as to when we 
were to return. 

Senator Doverias. You are to return upon the notification of the 
committee, on or about January 10, if it is decided to call witnesses 


back. 
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In the meantime, such further records will be furnished as the staff 
desires, and there will be an exchange of memorandums between statl 
and the witnesses. ‘The witnesses, however, are excused from physica! 
presence in Washington, and they or their representatives will have 
the right to be present when the records are examined here. 

Mr. Epes. Is it proper if we arrange for the withdrawal of some 
current records, providing we have the permission of the staff ¢ 

Senator Doveias. Mr. Cotter informs me that that is proper, in 
order that the current business of the union may go on. 

Mr. Epes. Thank you. 

Senator Douatas. That concludes this case for the time being. 

Next isa continuation of the fur workers case. 

Mr. Freedman, would you raise your right hand ¢ 

Do you solemnly swear, or aflirm, that the testimony which you are 
about to give is the truth, the whole truth, and nothing but the truth, 
so help you God ¢ 

Mr. FreepmMan. I do. 


FURTHER TESTIMONY OF ISRAEL FREEDMAN, BUSINESS MAN- 
AGER, PHILADELPHIA FUR WORKERS UNION LOCAL 53 


Mr. Corrrr. Mr. Freedman, as I recall, you indicated in your testi- 
mony yesterday that you were surprised to hear that this camp in 
which loeal 53 had invested its money had Communist connections 
and that if you had known that, you wouldn’t have made the invest 
ment. Is that correct, substantially ? 


Mr. FreepMan. That is right. 

Senator Doveias. What was the answer of the witness ? 

Mr. Correr. I think he said * Yes.” 

Mr. FreepmMan. That I would not have made that investment had 
I known; ves. 

Mr. Correr. How were you induced to make the investment ? 

Mr. FreepmMan. I think I told the committee counsel that I had been 
approached by a number of people; that they had discussed it with 
me for a short time; I had later met our international attorney, and 
I discussed it with him since he was a New Yorker, and I asked him 
toinvestigate it. He did. 

I want to make it clear that at no time did it cost the welfare fund 
anything to take the mortgage, for the survey, to get the title cleared, 
which was cleared by one of the largest title companies in New York. 

Mr. Correr. Isn’t it a little unusual that a local in Philadelphia, 
which had a very moderate amount of surplus in its welfare fund, 
would invest in a mortgage in New York? Wasn't there a good in- 
vestment locally ? 

Mr. FreepmMan. I am not an investment counsel. IT wouldn’t know. 
I checked with Mr. Cammer about it. He told me it would be a good 
investment, it was a sound investment, and it would pay 5 percent. On 
that basis we advanced the money. 

Mr. Correr. Who asked you to make the investment? You couldn’t 
recall yesterday. 

Mr. Freepman. No, but I checked with Mr. Cammer and he in- 
vestigated for us, and based upon his understanding of the situation 
We invested the money. 
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Mr. Correr. Did somebody ask you to make this investment up there 
in New York? 

Mr. FreepMan. I told you a number of people came down to see 
me in Philadelphia and they discussed it with me, but there had been 
no answer forthcoming because I wanted to discuss it with somebody 
who knew more about it. 

Mr. Correr. Who were these people ¢ 

Mr. Frerpman. | told you I just didn’t remember. I don’t think 
they had been in my office more than 15 or 20 minutes. 

Mr. Correr. How many of them were there 4 

Mr. FreepmMan. About three or four people. 

Mr. Correr. They were all strangers to you ¢ 

Mr. FreepMan. Yes, they came in from New York. 

Mr. Correr. And you were so impressed by their request that you 
took it up with the counsel of your International ¢ 

Mr. FreepMan. No, | was not so impressed because it came up a 
month or two later. I had been discussing with our international! 
attorney the merger of two locals and this also came about. 

Mr. Correr. Was it your money alone that covered this mortgage / 

Mr. Freepman. The funds of local 53 were more than adequate lo 
provide the mortgage money, sir. 

Mr. Correr. Did the people who came down and requested this 
investment of your funds have anything to do with the international 
union ¢ 

Mr. FreepMan. No, sir. 

Mr. Correr. Did they indicate that they were associated with Mr. 
Cammer ¢ 

Mr. FreepMan. No, sir. 

Mr. Corrrer. Isn’t it a little mysterious ¢ 

Mr. FreepMan. I wouldn’t know if it is or not, sir. 

Mr. Correr. Is this the only group that requested you to invest 
money ¢ 

Mr. Freepman. That was the only group that came down whio 
asked about investment purposes; yes. 

Mr. Correr. Did you ever think of investing it locally ¢ 

Mr. FreepMan. No. We had never been ‘approached. 

Mr. Correr. And you made no investigation yourself with respect 
to the property? You had Mr. Cammer do this / 

Mr. FreepMAn. Yes. 

Mr. Correr. Were you familiar with the fact that the International 
Workers Order, or WO, had owned this property formerly ? 

Mr. FreepMan. No, though later on I was informed that we had 
gotten the report from the State of New York. 

Mr. Suariro. May I suggest for the record that your organi- 
zation was under a misapprehension on that, and if you wish me to, 
I will be glad to clear the record on that. 

Mr. Correr. Would you? 

Mr. Suariro. With your permission, surely. 

The IWO never owned this camp. The IWO had a mortgage on 
thiscamp. When the [WO was a n over by the superintendent of 
insurance of the State of New York, the mortgage succeeded as 
matter of law, evolved and became the property of the superintendeit 
of insurance, so that the transaction was between the local 53 welfare 
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fund and—involving this mortgage—-was a purchase basically of the 
uperintendent of insurance’s mortgage. 

Senator Dovenas. In effect, what happened was that you got - 
cunp out from underneath the control of the superintendent. of i 
urance, isn’t that true, by taking up the mortgage ¢ 

Mr. Suapiro. No, sir, because all that happened was, the super 
ntendent of insurance, in the event the mortgage was going to be in 
default, would foreclose on the camp, so there was no question of con 
trol in that sense because it was never an asset of the IWO as such. 

Senator Dove as. The mortgage was an asset. 

Mr. Suapiro. Yes, but not the camp itself. ‘There is a considerably 
vreater equity over and above the mortgage in this camp, consider 
ibly. 

Senator Atitorr. There was something that came to my attention 
indicating that 93 percent of the assets of this LWO outfit are liquid 
and not in this camp, is that right? 

Mr. Suaprro. In the International Workers Order ¢ 

Senator Atvorr. Yes. 

Mr. Suarimo. That is an insurance company. I just don’t know, 
but I suppose they comply with all the financial requirements of the 
nsurance law, but as I say, [ just don’t know. 

Senator Atnorr. I call your attention to the fact that the state 
ment of Senator Douglas is substantially true, that apparently these 
people were out of luc k. The insurance commissioner had taken hold 
of the mortgage and they couldn't pick up the mortgage at that time, 
and so by putting up the $40,000, local 53 in effect released it from 
any possibility the insurance commissioner had of foreclosing it and 
liquidating it. Therefore it left the camp with these people free to 
operate as they pleased, with local 53 holding the mortgage and in ef- 
fect financing their operations to that extent—I won't say financing 
it, but helping them to that extent. 

Mr. SHartro. No, sir. The difficulty with that is this, Senator, 
that the total mortgages - the total indebtedness of this camp were 
in excess of some $90,000. T don’t want to testify. 

Senator Doveas: May I hold you up just a minute? Are you 
business partner of Mr. Cammer ? 

Mr. Suaptro. I am associated with him; yes, sir. 

Senator Dovetas. I think since you are now in a sense testifying 
you should be under oath, too. 

Senator Anrorr. Well, Mr. Chairman— 

Mr. Suapro. I don’t want to testify. What we started on was 
straightening out the record. 

Senator Atworr. Mr. Cotter and I got him into this thing. 

Mr. FreepMan. I think out of profession: al courtesy you ouglit to 
let him out. 

Senator AtLorr. T am willing to let him off the hook, but let 
direct that question to you, since you are the witness. 

Mr. FreepMAn. Well, what I know about it, Sen: itor, is that we 
local 53 welfare fund has a $40,000 mortgage within a $90,000 con 
solidated first mortgage. We hold a lien within that $90,000. first 
mortgage. 


Senator ALLorr. You don’t even hold the first lien, of your own, do 
vou? 
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Mr. FreepmMan. I don’t know what you mean. 

Senator ALLorr. You ask your counsel. 

Mr. FreepMan. My counsel says we do. We own a $40,000 first 
mortgage. 

Senator AtLorr. But even in the $90,000 consolidated mortgage you 
can’t take independent action, yourself. 

Mr. FreepMan. I don’t want to argue with you, Senator, because | 
don’t know anything about it. That is something my lawyers drew up, 

Senator Auworr. In other words, let’s put this in plain language. 
All of you—the rest of the $50,000 in addition to your $40,000—to- 
gether, jointly, hold a first mortgage. You don’t hold a first mortgage 
by yourself. 

Mr. FreepmMan. Do you want to explain that? 

Senator Doveras. Are you testifying now ? 

Mr. Suapiro. I might as well, Senator, because this is a complicated 
matter. 

Senator Dovugias. Do you solemnly swear, or affirm, that the testi 
mony which you are about to give is the truth, the whole truth, and 
nothing but the truth, so help you God? 


TESTIMONY OF RALPH SHAPIRO, ATTORNEY AT LAW, 
NEW YORK CITY 


Mr. Suartro. I do. 

Answering Senator Allott’s question, there is a consolidated mort 
gage totaling $90,000, the consolidation resulting from a number of 
prior mortgages held upon the property of this camp, now consoli- 


dated to $90,000. Of this $90,000 mortgage, $40,000 was assigned to 
local 53 welfare fund, by the holder of such consolidated mortgage. 

The terms of the consolidation agreement, which I believe—I may 
be wrong, but I believe have been examined by your staff—provide (a) 
that within this first mortgage—within this consolidated mortgage 
the $40,000 lien has a priority. That is No. 1. 

No. 2: That all payments of interest, although collected by the 
mortgagor, are first to be paid to local 53 on its $40,000 before being 
paid to the mortgagor—the holder of the consolidated mortgage. 

Three, that in the event of a default and the failure of the holder of 
the first mortgage, the consolidated mortgage, to foreclose, local 53, 
the holder of the $40,000 mortgage, has the right to foreclose the 
mortgage and join all the necessary parties. 

These are conditions, Senator, which as an attorney, I think you 
will recognize are the usual, normal conditions within an assigned 
mortgage, when they want to have prior protection to the assignee of 
such mortgage. So they do have a first-first lien, so to speak, on the 
property. 

Senator Atxorr. They have, then, assigned it, the prior lien, within 
this mortgage group ? 

Mr. Suaprro. That is correct, sir. 

Senator AtLorr. By your consolidation agreement. 

Mr. Suaptro. That is correct, sir. 

Mr. Correr. You say “they.” Who are “they”? 

Mr. Suapiro. The 53 Holding Corp., the corporation which tock 
this mortgage, the $40,000 mortgage. 
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Mr. Correr. What control does local 53 have over the 53 Holding 
Corp ( 

Mr. Suaprrro. The 53 Holding Corp. is a stock corporation organ 
zed under the laws of New York State. All of the capital stock of 
this corporation, all of it, has been issued to the trustees of the local 
‘3 welfare fund, as such, in their capacity as trustees, so that these 
trustees for the loc ‘al DO welfare fund are the stockhok le ‘rs of the 53 
Holding Corp., and, as such, you will recognize, have complete con 
trol over the operation of the 53 Holding Corp. 

Senator Doveras. It would seem to me to be the height of financial 
irresponsibility to put all the eggs of a welfare fund into one in 
vestment. 

Mr. FreepMan. We don’t have all the eggs 

Senator Dovuarias. Just a minute. Decent investment practice 
would call for a diffusion of investment so if anything happened to 
the asset in question the welfare fund wouldn’t be left holding the 
bag, and unable to pay benefits. So that if on _— else—and | 
thing there are other points if on nothing else, seems to me that 
would be zero financial man: ivement. 

Mr. FreepMman. May I say in answer to that, Senator, that we don’t 
have all our eggs in one basket. We have in addition Government 
honds in the welf are fund of $20,000. 

Mr. Correr. As of when ? 

Mr. FreepMan. All the time. 

Mr. Correr. As of the time you made this mortgage / 

Mr. FreepMan. We had that $20,000 in Government bonds since 
1946 or 1947. Now, we have an additional $20,000 in Federal savings 
and loans, where we can just take rt out at any moment we want to. 
That is $20,000 additional. Then we have in our account in Philadel- 
phia an additional $7,000 or $8,000 so we can operate for the next 8 or 
months out of current expenses. 

We have in our savings account, in Government bonds, if we don’t 
take another penny from the employers for the next 10 years, even 
if that mortgage doesn’t come true, even if something would happen 
to it. Yet the *y made their first payment and interest a month ago, 
and they should have. 

Senator Doveias. May I say, then, instead of this being zero finan 
cial management, this is about 5 percent financial management. 

Senator Atiorr. I would like to go back, if I may, to the original 
thing. You will recall we discussed yeterday how this fund was 
moved away and out of the control of the employer trustee. 

Mr. FreepMan. I would like to interrupt, Senator. Local 53 wel 
fare fund has nothing to do with local 196 retirement fund. 

Senator AntLorr. That was on the pension fund ¢ 

Mr. FreepMan. Yes. 

Senator ALLorr. Now, in this particular instance, let me check this 
out. The stock of the holding corporation, which in turn holds this 
ortgage, is that stock also in the name of the employer trustees of 
the union ¢ 

Mr, FrrepMan. The employer trustees and the employee trustee: 

Senator Atvorr. Both? 

Mr. Freepman. Both. This is the local 53 welfare fund, not the 
local 196 retirement fund. It is in the name of the trustees of the 
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local 53 welfare fund and the trustees of the welfare fund are the 
officers of local 53 and the employer representatives. 

Mr. Correr. You are the administrator of the fund 4 

Mr. FreepmMan. No, sir. 

Mr. Correr. What is your title? 

Mr. Freepman. | am just the business manager of local 53. | 
am one of the trustees. 

Mr. Correr. As a business manager, you had a great deal to do 
with the final decision to place this mortgage, did you not? It was 
with you that the people whose names you don’t recall first talked, 
and it was you who had the attorney in New York, Mr, Cammer, 
make the investigation, and so forth ¢ 

Mr. Freeman. After consultation with the other four trustees, the 
employer trustee and the union trustees, we then discussed it with 
Mr. Cammer and after his investigation came back to the employee 
trustees and then took it up with the employer trustee because he 
signs the check with one other trustee who represents the union on 
that point. 

Senator Dovaias. Did you get the consent of the employer? 

Mr. FreepMan. Yes, sir. 

Senator Doueias. On the welfare fund for 196? 

Mr. FreepMan. This is local 53. 

Senator Doua.as. | understand, but you transferred some $23,000, 
approximately, from the welfare fund of 196 to the welfare fund of 
local 53. 

Mr. Freepman. I think I should bring some clarity into this, 
Senator, 

Senator Doue.ias. Did you not do that ? 

Mr. FreepMaNn. Did we transfer local 196 welfare fund into 53? 

Senator Doueias. Yes. 

Mr. FreepMan. Yes, we did. 

Senator Doueias. You had to get the signature of the employer 
representative ? 

Mr. FreepMan. There was no employer representative on local 
196 welfare fund because it was pre-Taft-Hartley, and we had two 
union trustees. The pension fund is the one. 

Senator Doucuias. Didn’t we have testimony that there was an 
employer representative ? 

Mr. FreepMan. It was the pension fund that you have reference 
to, Senator Douglas. The local 196 pension fund where Mr. Joseph 
Stein was the employer representative. 

Senator Doveias. Was that transferred, too? 

Mr. FreepMan. No, sir. That remained in two savings accounts 
until Mr. Stein signed, just October 22, to release it. 

Senator Doucias. I wonder if Mr. Suss would take the stand. Mr. 
Suss, have you been sworn in this case ? 


TESTIMONY OF FREDERIC T. SUSS, INVESTIGATOR, SUBCOMMITTEE 
ON WELFARE AND PENSION FUNDS 


Mr. Suss. Yes, sir; I have. 

Senator Doue.as. It is understood that this oath is now binding 
upon you? 

Mr. Suss. Yes. 
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There seems to be some confusion because there are so many funds 
nvolved. I shall try to give a chronological explanation of og 
various funds and the manner in which they were operated, [ 
sian it in my investigation. 

We start with local 196 in Camden, which had a welfare and a pen 
sion fund. 

Senator Douetas. ‘Two separate funds ? 

Mr. Suss. Two separate funds. 

Now, in the pension fund there was an employer trustee, and it was 
_— Hartley-type fund. It was supposed to be jointly administered 
by the employer trustee and the trustees representing the union. This 
fund was deposited in a bank under the name of the e mployer trustee 
and the employee trustees, and as the testimony shows it was subse- 
quently withdrawn by the union trustees. 

Senator Doveias. Without the signature of the employer trustee? 

Mr. Suss. Without the approval or the signature of the employer 
trustee. Now, that is not involved in this investment. That is com- 
pletely separate. 

Then there was a welfare fund of local 196 which was completely 
administered by the local union, on which there was no employer trustee 
representative. This fund amounted to $22,600 and some. 

Mr. FreepMAN. $800; $868. 

Mr. Suss. That is right. These funds were transferred by the local 
union to the welfare fund of local 53. Now, the welfare fund of local 
53, as well as the pension fund of local 53, was operating without a 
trust agreement of any kind. However, on the bank accounts which 
were kept separately, there were employer and employee representa- 
tives. Mr. Lee Fuerstein represented the employers on these bank 
accounts. No money was withdrawn without his signature. 

Now, when the occasion arose to invest the $40,000 in the mortgage 
on property owned by the New Kinderland Camp Corp. and Camp 
Lakeland, Inc., Mr. Fuerstein stated that he was consulted, and he was 
convinced that it was a good investment. He gave his approval and 

igned the checks. However, Mr. Fuerstein was not advised of the 
subsequent arrangements, and how this mortgage was effected. He 
was not told of the organization of the 53 Holding Corp. All of the 
officers of that corporation are members of the union. Mr. Fuerstein 
was not included as an officer of the corporation. 

At the time this investment was to be made—this is information I 
received from Mr. Cammer in his office—he said that he was surprised 
to find that both funds of local 53 were operating without a trust agree- 
ment, so he drew up a merger of these 2—of the funds of local 196 
end the funds of 53—that is the welfare funds. When he drew up 
this merger, he said that he made provisions to have this merger operate 
asatrustagreement. Now, this was an agreement between two locals: 
Local 58 and local 196, in which Mr. Cammer provided “The trust 
shall be administered by the officers and manager of local 53 and their 
successors, as trustees, as follows,” and he goes on to provide, “How 
the trustees shall be removed or replaced.” 

Nowhere in this merger or trust agreement, or what have you, does 
Mr. Cammer provide that Mr. Fuerstein shall have any control what- 
ever over the welfare fund, or have any voice in its administration, 
although there was a clear understanding with Mr. Fuerstein that 
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he was representing the employers in the disposition of these funds, 
and consequently hi ud his name on both bank accounts. 

I think that disposes of the matter. 

Senator Doucias. Senator Allott ? 

Senator Attorr. Mr. Freedman, I don’t want to get this hearing off 
on a tangent, but in view of your statement that you would not have 
invested this money in this camp had you known of the communistic 
activities that were being carried on there, I propose to ask you sev- 
eral questions which I would like to have you answer. 

Are you also known as Ike Freedman ¢ 

Mr. FreepmMan. Yes, sir. My name is Israel Isaac Freedman, and 
[ke is short for Isaac. 

Senator Atnorr. Now, you are, of course, aware of the Daily Work- 
er? You know what it is? 

Mr. Freepman. I do. 

Senator Atxorr. On June 6, 1949, on page 2, one Ike Freedman, 
manager of the fur workers joint board, Philadelphia, was listed as 
one signing a statement in behalf of the Communist leaders. Were 
you that person ¢ 

Mr. Snartro. Senator, I am not testifying now. I am acting as 
an attorney and raising a point with the committee, which I would 
like to draw to its attention. I think your point at the outset was well 
taken when you started this line of inquiry as to sidetracking the 
hearing. I would fail to see, honestly and candidly—I just fail to see 
what relationship that question has to the matter before this commit 
tee. This committee is investigating under its term of reference abuses 
of welfare pension funds, to put it very briefly. We are here to an- 
swer questions along those lines. We have answered the questions 
along those lines, and are prepared to answer any more along those 
Jines. 

To go into the question whether in 1949 Mr. Freedman did or did 
not make a certain statement attributed to him in the Daily Worker, 
and whether Mr. Freedman would or would not have made these state- 
ments today, and what he thinks about this or what he thinks about 
that, would, I suggest most respectfully to this committee, be not only 
not germane to the proceeding, but completely so irrelevant as to make 
difficult the task which this committee is seeking to accomplish for it- 
self. 

May I ask the Senator respectfully to withdraw th: . question, sir? 

Senator Attorr. Well, let me say to you, Counsel, I disagree with 
the main points of the statement. I know that it is very easy when 
you get into this realm of questioning to get off on a bitter, vitriolic 
state of mind in which perhaps little is accomplished. But, neverthe- 
less, we are here investigating union welfare funds, and we have here 
certain testimony which connects IWO, for example, which was in- 
volved with this camp. We have other testimony showing the activ- 
ities of the camp that possibly still are going on, and it is still a breed 
ing bed, and a teaching place for communism. 

Now, I don’t propose to ask this n man any eH that he can take 
the fifth amendment on. I ¢ i ay, unless 
my companion on the committee, or counsel asks me to do it, I will 
withdraw the question—if he wishes to make a full statement about his 
activities in sympathy with them, if they have been, or wishes to make 
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any statement about his past support of Communist causes, if there 
have been any, | would be very happy to accept that in lieu of my 
questions. 

It seems to me that in view of this st: es there are welfare 
funds that have gone into a camp, and it isn’t necessary to prove 
this. I think the committee can prove it to the prima facie satisfac- 
tion of anyone here, that is engaged and has been engaged in these 
activities, and union funds went into it, in what the chairman has 
on as only a 5- percent businesslike way—and with that I will 
agree. I don’t believe in view of their financial situation they had 
any business investing $40,000 in New York—and then I think that 
it is proper for this committee to know the extent to which people 
aos sympathize with Communists might have been —e to 
put this money up there where Communist activity has been going 
on, and where in effect it bailed it out from under the insurance 
commissioner. 

Now, Mr. Chairman, is my statement of the situation satisfactory ¢ 
[ will abide by whatever you and the counsel have to say in the mat- 
ter, and would accept a statement from the witness as to his attitude 
toward these things, but I think the committee is entitled to know it, 
and I would think he would want any thoughts of the committee 
cleared up in this respect. 

Senator Doveias. Your proposal, therefore, is that this question 
be asked, but that the witness could free himself from the obligation 
of answering a specific question if he made a specific statement about 
his attitude toward communism ¢ 

Senator Attorr. And his past activities, if any. 

Senator Dovenas. The witness has that choice. If he does not 
choose to take that choice, the Chair is ready to rule. Perhaps out 
of justice I should tell him in advance what my ruling would be, so 
he may know everything involved. 

Mr. Suarmo. Senator, before you make your ruling, may I make 
one appeal to the Chair, so to speak? I shall try to be as brief as 
possible, 7 ‘ 

The Senator from Colorado has indicated that the reason this ques- 
tion is ‘germane is to determine whether people who may have been 
or are still sympathetic to a camp reputed to be under Communist 
control, invested welfare funds in such camp. I think we differ, and 
differ very strongly, as to the financial soundness of this investment. 
I thing an investment of $40,000 at 5 percent interest for 5 years, 
with a “prepayment clause with all guaranties on real property where 
there is an equity in excess of perha ips two and a half times—forget- 
ting about the buildings, I am talking about the land—the value of 
this $40,000 mortgage, represents a pretty good investment. It is not 
stocks and bonds that are subject to flue tuation in the stock market. 
Ithasreal value. But apart from that— 

Mr. Correr. Well, sir, could I interrupt you to say that wouldn’t 
our objectives also include an investment of welfare funds in stock of 
Amtorg Corp.? Would you just consider the dollar value of the 
thing? 

Mr. Suarrro. Of Amtorg? You are trying to see what is being done 
with welfare funds, whether any abuse has been made that needs cor 
rection. It does not require that unions or welfare funds invest their 
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money in cor por: ation obligations or even in Government bonds, al 
though, as he indicated, most of the funds are invested in Government 
bonds or in Federal savings and loans. It is not required they do 
that, Mr. Cotter. They may invest with propriety in any entity, to 
use that phrase, which is a safe investment, on the one hand, and pays 
them a fair return. 

Now, you asked me, “Should they invest in Amtorg?” I would 
say that is a policy decision for a welfare fund to make, and if they 
were to ask me should they invest in Amtorg, I would said, “No; don't 
invest in Amtorg.” But Mr. Freedman ‘at this hearing yesterday 
stated—and I believe I reflect his views accurately—that (a) he had 
no knowledge of the purported political complexion of this camp and 
(6) had he known about it, and had it been demonstrated to him, he 
would not have recommended such investment. ‘There is nothing to 
the contrary to indicate that. 

No. 2: Thus far I think your investigation by your staff has shown 
that there has not been one penny of the funds in any of these four 
welfare funds or pension funds which has been dissipated, stuck to 
anybody’s fingers, or been expended except in the utmost correct way, 
with every penny accounted for. I think that is a fair statement. 
The placing of this mortgage did not cost anybody a dime. It did not 
cost the welfare fund a dime. 

I would suggest, therefore, if I may, in answer now, coming, in 1 

rather roundabout w ay, I am afraid, to what the § Senator from Colo 
rado proposed. The ‘proposal he gave is a Hobson’s choice, and | 
think upon reflection the committee would realize this. It is not a 
real choice at all. I therefore want to urge upon this committee again 
the propriety of eliminating that question, of seeking to determine 
whether this investment is ‘sound, not what motivated it, not what 
lay in Mr. Freedman’s mind—that is not in issue here—it is a ques- 
tion of whether there was a mishandling of funds. 

Senator Atxorr. Don’t you think it is well to know if union funds 
are being used to finance Communist activities / 

Mr. Suaprro. Absolutely; and Mr. Freedman has answered that, 
sir. 

Senator Atiorr. The statement Mr. Freedman has made that he 
would not if he had known this does not jibe with the information 
that Ihave at hand. Now, the information that I have at hand I could 
read into the record. I don’t like to do that without giving—— 

Senator Dovexas. I think I should rule on this before it is ad- 
missible. 

Senator Atxorr. I am not going to do anything yet. I am just 
telling counsel. I would not do that. I don’t like to do it. I don’ 
like to offer to do it without giving Mr. Freedman a full chance to 
deny or explain. 

Now, each one of us lives and each one of has to take the conse- 
quences of our actions. I don’t think I will ask a question on which he 
can take the fifth amendment without committing contempt. You 
know you can do that, too. I don’t think I would ask such a question. 
but certainly the record is here. Certainly this committee is interested 
in just what the relationship was. How did this money happen to 
be invested in this? Were there things other than the fact that it was 
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considered a good investment, or, as you, say, that it was a good invest- 
ment ¢ 

It seems to me that one of the most important things in any invest 
ment is the character of the organization or the person who makes or 
assumes the obligation on that investment. Apparently no attention 
was paid to that matter here at all. 

Senator Dovenas. Let the chair say that since he will probably have 
to rule on this, he would like to consult counsel. Since he is not him- 
self a lawyer, he would like to address a question to counsel, for advice. 

If this were a criminal proceeding, is the Chair correct in believing 
that evidence which shows the accused is guilty of other crimes or 
offenses at other times, is incompetent and inadmissible, and that in 
general, in criminal proceedings, unless the defendant takes the stand 
himself, evidence must be confined to the point at issue in the specific 
case, but if the witness takes the stand and a question arises as to 
the credibility of his testimony, that it is then permissible to raise 
issues involved in incidents other than the one in question? I would 
like to get a ruling from the counsel. 

Mr. Correr. Well, if it were a criminal case, I would say that if 
the witness took the stand and a matter of his credibility came up, 
collateral information could be put in the form of questions to develop 
credibility. 

Mr. Suaptrro. May I suggest, however, that this witness did not take 
the stand Selleniaelie, He i : here under subpena, and I think you 
ought to consider that, Mr. Cotter. I think the rule applies when a 
witness voluntarily takes the stand. 

Mr. Corrrr. This is a hypothetical question. This is not a criminal 
case, 

Senator Doveras. The Chair would be disposed to say that if the 
credibility of the witness was not involved, questions such as this 
would be inadmissible, but since the credibility of the witness is 
involved, this is a proper question and, therefore, the Senator from 
Colorado may proceed 

Senator Atxvorr. I will address this to the counsel. I have here 
a statement of information prepared and addressed to the chairman 
of this committee from the files of the Committee on Un-American 
Activities of the United States House of Representatives. Would it 
be your preference that, without asking questions, I offer this for the 
record, for the committee ? 

Mr. Suaptro. Was it your intention to let me see that first, before 
you offer it? 

Senator Arrorr. I will let you see it. 

Mr. Suaprro. I will be able to discuss it more intelligently. 

(Document handed to Mr. Shapiro by Senator Allott.) 

Senator Atrorr. Mr. Chairman, the counsel and witness and I 
have agreed that the witness will take the statement which I have 
referred to and will check it off 1 by 1 and respond as to whether or not 
he has participated in the activities that are referred to. Is that correct, 
Mr. Counsel ? 

Mr. Srapmo. Or will give an explanation of what appears there. 

Senator Attorr. Either is satisfac tory to me. 

Mr. FrrepMan. Do you want me to read this, Senator ? 
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Senator A.vorr. First of all, I will go over this whole thing in the 
record, and then I will refer to it by paragraphs. 

Senator Doucias. It would seem to me that in making a response 
to the points in question there should be sufficient identification so that 
it can be noted what the substance of the statement is, and that the 
part should not be referred to merely by numbers. Does that meet 
the judgment of the Senator from ¢ ‘olorado? 

Senator ALLorr. I was going to do it that way because it will imme- 
diately precede his answers, and the record will be there and available, 
but if the chairman would rather we do it a different way, that would 
be all right with me. 

Senator Dougias. You were going to number the paragraphs. 

Senator Atxorr. Yes; I have numbered them. 

Senator Dove.as. I think, for the sake of the record and also since 
this is reported, that the statement to which the replies are to be made 
should be read. The record will then show the answer in juxtaposi- 
tion to the question. 

Senator AuLorr. Mr. Freedman, paragraph 1 states as follows, and 
I will read it in sentences so we can break it down: 

The Daily Worker of June 6, 1949 (p. 2) listed Ike Freedman, manager, Fur 
Workers Joint Board, Philadelphia, as one who signed a statement in behalf 
of the Communist leaders. 

Now, do you know whether that is true or not ? 

Mr. Freepman. I don’t know what you mean “in behalf of the 
Communist leaders.” That they have been given a trial, a fair trial? 
I don’t know what you mean by that. I might have said that they 
should be given a trial. I just don’t know what it means, being out 
of context. 

Senator AtLorr. Did you sign a statement in behalf of Communist 
leaders at that time? 

Mr. FreepMan. I honestly can’t recall, Senator. It happened in 
1949. 

Senator Atxorr. I will read on. 

He supported defense of the Communist cases as reported in the Daily Worker 
of September 14, 1949 (p. 14). 

Now, the Daily Worker reported you apparently as of that date at 
page 14 as supporting the defense of the Communist cases. 

Senator Dove.as. This refers to trials in the court of judgment 
down there? 

Senator Atxorr. I think it must have, at that time. Do you want 
to respond with any answer to that, at all ? 

Mr. FreepMan. In my opinion, I don’t think I ever issued a state- 
ment to that effect, Senator. 

Senator Atxorr. All right. 

As shown by the September 22, 1949, issue of the Daily Worker (p. 14), Ike 


Freedman, Philadelphia, was a financial contributor to the defense of the Com- 
munist leaders. 


Mr. FreepMan. Not as I remember, Senator. 
Senator Anvorr (reading) : 


He signed a statement against the Mundt anti-Communist bill (Daily Worker, 
Mar. 15, 1950, p. 9). 
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Mr. FreepMan. We considered the Mundt-Nixon bill was antilabor 
and that I might have; yes, sir. 

Senator Atuorr. And you signed that statement ? 

Mr. FreepMan. Against the Mundt-Nixon bill: ves, sir. 

Senator AtLorr. Now I go to paragraph 2: 


As shown by the March 27, 1950, issue of the Daily Worker (p a Ike Freed 
man was business agent of the Fur and Leather Workers, Local 53, Phil: 
delphia. Ike Freedman, business manager, Fur and Leather aatees Union 
Local 538— 

Now, this is according to the Daily Worker— 
defended Eugene Dennis, Communist, according to the March 31, 1950, issue of 
the Daily Worker (p. 2). 

The real question is—there is no question that you were the business 
agent, is there? 

Mr. FreepMan. No, there is no question of that. 

Senator AtLorr. The question then becomes, Did you defend Eu- 
gene Dennis, Communist, as reported in the Daily Worker of March 
31, 1950? 

Mr. FreepmMan. I don’t recall any instance, Senator, where I ever 
came to the defense of Eugene Dennis. 

Senator Ar.orr. Paragraph 3: 


The Special Committee on Un-American Activities, in its report of March 29, 


1944 (pp. 18-19), cited the International Fur and Leather Workers Union as 
a union in which “Communist leadership is strongly entrenched.” 


Do you know whether or not that report so cited? 


Mr. FreepMan. I flatly deny it, Senator. At notimeever. I don't 
know what the committee reports cited. 

Senator Attorr. You have said that you flatly deny that Com- 
munist leadership is arene entrenched ? 

Mr. Freepman. Yes; I deny that most strongly, Senator. Never, 
never. 

Senator AuLorr. Paragraph 4: 


The call to the National Labor Conference for Peace, Chicago, Ill., October 
1 and 2, 1949, listed Ike Freedman, business manager, Local 53, Fur and Leather, 
CIO, as a sponsor. 

Is that true that you were a sponsor ? 

Mr. Freepman. Would you say it again? 

Senator Attorr. The National Labor Conference for Peace at Chi- 
cago, October 1 and 2, 1949. 

Mr. FreepMAn. That might be true, Senator, because if I am not 
mistaken, the local went on record as endorsing it and sent a number 
of delegates, of which I was not one. 

Senator AtLorr. Were you a sponsor of it ? 

Mr. FreepMan. I might have been a sponsor, yes, because my local 
endorsed it. 

Senator Attorr. Now part of the same thing as your counsel and 
you both pointed out is paragraph 5: 


The Committee on Un-American Activities, in its report on the Communist 
“Peace” Offensive, April 1, 1951, page 64, cited the National Labor Conference for 
Peace as having been organized with the aid of Communist-controlled unions and 
Communist labor figures with “the official stamp of the Communist Party” as 
evidenced by articles in the Daily Worker and the Daily People’s World. The 





1612 WELFARE AND PENSION PLANS INVESTIGATION 


Attorney General of the United States included the National Labor Conference 
for Peace on the April 1, 1954 consolidated list of organizations previously des- 
ignated pursuant to Executive Order 10450. 

This is all a matter of public record as to whether it was or not. 
Do you have any comment on it? 

Mr. FreepMan. I know nothing about it being cited as such. 

Mr. Suapiro. May I say just for the record at this point that the 
Attorney General’s citation apparently was in 1954, and the Un-Amer- 
ican Activities Committee citation was in 1951, and the allegation 
with respect to Mr. Freedman, the sponsor, is in 1949. I just wanted 
to pon out the time element there. 

Senator Atiorr. Yes. That is the way I read it. 

Mr. Suarrro. I understand it. Iam not saying otherwise. 

Senator Atutotr. Paragraph 6: 

A letterhead of the Provisional Trade Union Committee for Repeal of the 
Smith Act dated April 24, 1952, listed Ike Freedman, business manager of Local 
53, Fur and Leather Workers, Philadelphia, as a sponsor. 

Were you a sponsor? 

Mr. FreepMan. To repeal the Smith Act? 

Senator Atuorr. Yes. 

Mr. FreepMan. Yes, sir, and so was the entire A. F. of L. and CIO 
on record for that, Senator. 

Senator Atitotr. Now, if this were on any other matter, I would be 
inclined to pursue it further, Mr. Chairman. The only thing further 
I wish to do at this time is to inquire of the witness if he has any 
statement with respect to this record that we have been covering in 
the last few minutes which he would like to make. 

Senator Dovuge.as. I think that is only proper. We have followed 
throughout this hearing the practice of allowing witnesses to make 
statements in explanation and we are according that privilege to you, 
or that right to you. 

Mr. FreepMan. I would just like to state for the record, Senator, 
that I appreciate the courtesy of being given the right to say something 
at this point. I feel that what the Senator from Colorado has taken 
up with me here, and what he has said that I said and what I remem- 
ber, I don’t think I should be ashamed to be against an antilabor 
bill, and I was for peace, whether it was run by Communists, I don’t 
know. Ifthe Attorney General says so, it must be. It was a number 
of years after I approved the peace, and I still think that peace is 
still good. 

I just want to say when the investigator from this committee came 
into my oflice we extended whatever cooperation we could, and what- 
ever he wanted to see, and we felt we had nothing to hide, and that 
the mortgage we invested in was purely a business, what we felt was 
a good investment, and I want to repeat what I said when I was asked 
about it by counsel. If we had known that it was tinged, we would 
not have made the investment, and I still say so, Senator. That is all. 

Mr. Correr. In order to clarify the record, I think perhaps Mr. 
Suss, who testified the other day, should just give a few more details 
with respect to his investigation as to these camps and what he found 
out with respect to their past activity and apparently their present 
activity. 
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Senator Atuorr. And before we go into that, may I call attention to 
the fact that the mortgage which we were referring to here was made 
in 1955, after the matters which were referred to in the House Un- 
American Activities report on Mr. Freedman. 

Senator Dovenas. The Chair would like to inquire for his own in- 
formation whether the mortgage was made after or before the finding 
hy the New York committee on the activities, the alleged activities, at 
Camp Kinderland? 


FURTHER TESTIMONY OF FREDRIC T. SUSS, STAFF MEMBER, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDS 


Mr. Suss. Do you mean the finding of the committee which inves- 
tigated these camps, or do you mean the finding of the court in the 
case against the International Workers Order? 

Senator Dovenas. Take them both. 

Mr. Suss. The case of the International Workers Order was decided 
in 1951, and the inquiry into the camps by the State of New York Joint 
Legislative Committee on Charitable and Philanthropic Agencies and 
Organizations was in August 1955. 

Senator Doveias. August 1955, and when was the $40,000 mort- 
gage 

Mr. Suss. The mortgage was executed in April 1955. 

Mr. FrEeEpDMAN. We were committed, and sent down the first money, 
I believe, in the latter part of 1954. 

Mr. Suss. I have a copy of the promissory note which is secured by 
the mortgage, dated in New York, April 4, 1955, and signed by the 
Sylvan Lake Holding Corp., Abraham Estersohn. 

Mr. FrrepMan. The reason for that is there was a defect in the 
mortgage title and it took a number of months to clear it up, but the 
first part of the money was sent at the end of December. 

Mr. Correr. Who was that sent to, Mr. Freedman ? 

Mr. Freepman. To Mr. Cammer. 

Mr. Correr. Who worked out the full details of it? 

Mr. FreepMaNn. Yes, sir. 

Mr. Suss. If you include that $15,000 in December that you say you 
sent, then the total amount would be $55,000. 

Mr. FrrepMAN. No; we went through this, Mr. Suss, remember? 

Mr. Suss. You sent them $15,000 in December 1954, which you bor- 
rowed from the welfare and pension funds. And then in February you 
sent $25,000. In March 1955, you sent $15,000. 

Mr. FreepMan. $15,000 was refunded to us by Mr. Cammer but we 
want the record to show that the $40,000 came out of the welfare fund. 
We advanced $15,000 from the union treasury in December 1954. 
That is when the commitment was made and we made our first pay- 
ment, sir. 

Mr. Suss. That is what I testified to. 

Mr. Freepman. The commitment was made and we sent the first 
money on in the latter part of December 1954, but the mortgage was 
executed finally in April 1955, because there was a defect in the title, 
and it took them a number of months to clear it up. 

Mr. Suss. Well, Mr. Chairman, all the documents which they have 
furnished me in connection with this mortgage are dated after April 4, 
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1955. The guarantee furnished by the Title Guaranty & Trust Co., 
which includes a description of the property and the mortgage, is 
dated April 13, 1955. 

Now, originally, Mr. Freedman told me that the $15,000 forwarded 
to Mr. Cammer in December was a loan which the local had borrowed 
from the welfare and retirement fund to send to Mr. Cammer. The 
purpose for which they sent it I have never learned. 

Mr. FreepMan. It was part of the mortgage money, Mr. Suss. If 
you will recall, I told you that. And then we had the money refunded 
to us once we sent them the whole $40,000. 

Mr. Suss. What was the purpose of sending it twice? Sending 
$15,000 in December and then again sending $40,000 more ¢ 

Mr. Freepman. To show that the whole transaction was taken from 
the money of the welfare fund, and then Mr. Cammer refunded 
$15,000 which went back into the local 53 treasury, and then as | 
showed you 2 checks went to the local 53 welfare of $6,500 and 1 
check of $4,500, retirement fund. I showed you that in the office 
when you asked that question before. 

Mr. Correr. I don’t think that is too pertinent. Will you go 
ahead, Mr. Suss ? 

Mr. Suss. All right. I think the statement has been made here 
that this $40,000 investment is a solid investment in real estate which 
is worth 214 to 3 times as much as the money invested. I think it can 
be shown that this is a hazardous investment. As the record will 
show, the mortgage which secures the $40,000 investment was acquired 
by the Sylvan Lake Holding Corp. from the superintendent of insur- 
ance for New York State, who liquidated the assets of the Interna- 
tional Workers Order by order of the court of New York. 

Now, it should be borne in mind that the Sylvan Lake Holding 
Corp. was organized by Harold I. Cammer, and that the officers of 
this corporation as given to me by Mr. Cammer, after he consulted 
with Mr. Shapiro, were Abraham Estersohn, Simon Federman, and 
Sam Nelson. 

Now, in this case in which the court ordered the liquidation, which 
is called A pplication of Bohlinger in re International Workers Order, 
the insurance commissioner had filed his application on several bases, 
one of which was that the investment was a risk, a hazardous invest- 
ment, as far as the policyholders were concerned, and the opinion dealt 
at length on this point. I will quote only a portion of it to show that 
the court had decided that this was a hazardous investment. 

Mr. Suarimo. Mr. Suss, when you say “this is a hazardous invest- 
ment,” will you make it clear you are not referring to the $40,000 
investment, but that you are referring to the court’s opinion in the 
International Workers Order case, that the money put into the Inter- 
national Workers Order was hazardous, and not properly protected, 
but you are not talking about this $40,000 investment. 

Mr. Suss. That is right, it is a proper distinction, but I will relate 
it later to show they are both similarly hazardous. 

In this case the court said, Justice Greenberg speaking for the court: 

It has already been observed that over 97 percent of the Order’s assets are in 
the form of cash and Government bonds. Obviously there is nothing wrong or 
sinister about liquid assets, as such. Nevertheless, one desiring to misappro- 
priate assets can do so more easily if they are liquid. 
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It would appear, therefore, that since the IWO is dominated and ntrolled 

the Communist Party, and that the responsible officers of the IWO are active 
Communist Party members, and that the assets of [WO are liquid here is a 
substantial financial hazard, potential if not otherwise. If the time arrives when 
there is a conflict between the interests of this country and the world of com 
munuism, it is not beyond the realm of reasonable probability that the funds of 
this order will be expropriated. The conclusion is irresistible that the present 

ittion presents a definite hazardous position in which the IW finds itself 
f the standpoint of its policyholders, the creditors, and the public within the 
meaning of the appropriate provisions of the insurance law 

Now, there is evidence in the record before this comm ttee that Camp 
Kinderland and Camp Lakeland are still being operated under the 
ontrol of persons who have been closely connected with the Interna 
tional Workers Order. In this case, the application of Bohlinger, 

rom which I just cited, the court has mentioned several times the name 
of Dave Greene as 1 of the active officers of the LWO, and as 1 of the 9 
national ollicers of the IWO who have been identified as members of 
the Communist Party. ‘This appears at page 971 of the opinion. 

Dave Greene has been manager of Camp Kinderland and Camp 
Lakeland from March 1954 up to at least the time he testified at these 
hearings in New York when Mr. Shapiro was there as his counsel, 

Mr. Sutarrro. Is that really necessary, Mr. Suss ¢ 

Mr. Suss. One of the officers of the Sylvan Lake Corp. is Simon 
Federman, who spoke at the Save the [WO Conference at the Hotel 
Capitol, January 26, 1952, in support against proceedings for the dis- 
solution of the TWO as reported in the Daily Worker on January 28, 
1952, 

Prior to Mr. Dave Greene being manager of this camp 

Mr. Corrrer. You say Greene is still manage r? 

Mr. Suss. Until at least August 1955, and he may still be. 

Mr. Corrrer. 1 don’t know that we need any further testimony, Mr. 
Suss. I have no further questions. 

Senator Dougias. The witnesses may speak to the statement. 

Mr. Suaprtro. Iam struck by the anomalous position Mr. Suss’ state 
ment puts usin. On the one hand he quotes a statement saying liquid 
assets are bad beciuse people can misappropriate such assets if they 
have evil intentions. On the other hand, the committee takes the view 
that an investment in real estate is also a hazardous investment for 
some reason. 

Senator Dovaias. No; I would say as part of a wide portfolio of 
investments it is not nec ‘essarily hazardous, if it ieee a small per- 
centage, but to put 50 percent of the funds in a summer camp of any 
description seems to me to be extremely hazardous and not to be good 
investment practice. 

Mr. Suariro. You and I would respectively disagree on that, Sen- 
ator, but it is perfectly all right. 

| only want to make the point that T believe T am correct in saying, 
and I want to stress this in the light of some of the context of the hear- 
ing, and what has gone before—that is why I would like to stress 
this—that there has been no indication of the slightest scintilla of evi- 
dence with respect to any defaleation of funds, erere ron 
ibuse of them in terms of mone y sticking to anybody’s fingers, or any 
thing of that sort. I want to make that point because I think it is im- 


portant from the point of view of this committee’s investigations and 
discussions. 
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Senator Auvorr. I think that is partially true. 

Mr. Suariro. Not wholly, sir? 

Senator Attorr. We haven’t run into many of the things we have 
found in these other funds, but I don’t think even you have tried to 
justify the removal of the fund from under the employer-trustee in 
the manner in which it was done—I am sure you won’t even attempt to 
do that. 

I also think this, and I still don’t like to turn this hearing into that, 
but I feel that the things which are a part of the record here raise the 
question—and they should raise the question—of whether considera- 
tions other than a good investment went into the investment of this 
$40,000 in these camps. I don’t try to put any further meaning on it 
than that at this time because I don’t think it is necessary. 

Mr. Suarrro. I want to point out one more thing in terms of legis- 
lation. 

The Taft-Hartley law provides for employer-trustees. It has been 
the experience not only of this union but other locals which we repre 
sent that that is the most difficult thing to get employers to consent to, 
to be trustees, and when you finally do get them to consent to be trus- 
tees, they just abdicate their responsibility. ‘They refuse to take the 
time to be consulted and refuse any active responsibility and, though 
I am not in a position now to document that, I think that is a fact, and 
I think this committee ought to consider that. 

Senator AtLorr. We have found that that is true part of the time, 
and we have also found in some cases the trustees were threatened and 
actually were fearful of their own safety. 

Senator Doue.as. I will say the committee has already taken this 
matter under advisement in its preliminary report and made a state- 
ment on it. The witnesses are dismissed. You are dismissed, but be- 
fore we conclude—— 

Mr. Suapiro. We are free from the subpena ? 

Senator Dovua.as. Yes. 

I again want to thank the staff for their efficient work in this whole 
matter. And I want to thank the Senator from Colorado, Senator 
Allott, for his great helpfulness in the hearings. He has been hard- 
working at considerable self-sacrifice. I think he has been very help 
ful. I thank him for what he has done. 

Senator Atxorr. I want to thank the committee as well. The staff 
has done a wonderful job and so have you. 

Senator Dovetas. Thank you. 

I think that concludes the hearings, except that, while Mr. Inciso 
and Mr. Doria are free from the personal subpena and do not have 
to stay in Washington, the provisions which I announced concerning 
their records, and concerning possible future appearances, still hold. 

(Whereupon, at 7:50 p. m., the hearings were concluded. ) 
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GENERAL Morors Corp., 
General Motors Building, Detroit 2, Mich., January 30, 1956. 


lon. PAUL H. DoUGLAs, 
United States Senate, 
Washington, D. C. 

DEAR SENATOR DouGLas: At your invitation representatives of General Motors 
Corp. appeared before your Subcommittee on Welfare and Pension Funds on 
Tuesday, November 29, 1955, and gave testimony concerning both the General 
Motors employees’ group insurance and pension plans. A representative of the 
Metropolitan Life Insurance Co., the insurance carrier of General Motors group 
insurance policies, also was present at your invitation and testified. 

During the course of the hearing you, as well as other members of the sub- 
committee and the subcommittee’s chief counsel, evidenced general interest in the 
reserves established by Metropolitan in connection with General Motors group 
insurance policies. Particular interest was evidenced in the Metropolitan re- 
serves established as a result of the provisions of the General Motor’s group insur- 
ance policies under which the policies could be terminated with respect to 
younger employees but continued for employees at or near retirement age. 
Numerous questions were asked concerning the establishment of these reserves 
and how they were accounted for or administered. We have made an examina 
tion of the record, insofar as it relates to the subject of reserves, which prompts 
us to write this letter in order to present in an orderly and nontechnical manner, 
an explanation of the reserves subject as it pertains to General Motors group 
insurance policies. 

At the outset, the purpose of reserves, as applicable to the group life coverage, 
should be made clear. In addition to provision for normal reserves for unsettled 
claims and contingencies, two special reserves are provided under General Motors 
policies. 

A “rate reduction reserve” was established by the Metropolitan commencing 
in 1948, in connection with the establishment of a lower premium rate. Because 
of the protection afforded by this reserve, the insurance company established a 
lower premium rate to General Motors than would otherwise have been the case. 
The subecommittee’s staff raised no questions on this reserve 

A second reserve was established by the Metropolitan in 1948 when the Gen 
eral Motors group insurance policy was amended to provide that if the neces 
sity should arise, the life-insurance coverage might be canceled with respect to 
younger employees but continued with respect to older employees, including those 
on retirement. As a result of this amendment, the insurance company estab 
lished reserves out of current premiums so that if the policy were continued 
only with respect to older employees, a substantial increase in premium rates 
would be avoided. This reserve provides additional safeguards for the group 
life insurance of those employees who are at or near retirement age. It is also 
available to help cover the liability for continued life insurance for older em- 
ployees and those on retirement. 

We have been advised by the Metropolitan Life Insurance Co. that if re- 
serves had not been set up by them, dividends payable to General Motors would 
have been increased accordingly. 

Under the General Motors insurance program employees are offered specific 
insurance benefits for a fixed employee contribution or cost. As stated in the 
insurance booklet given to employees at the time they make the decision whether 
to participate in the plan, “General Motors pays the balance of the cost” over 
and above the employee contributions. In this same connection the collective- 
bargaining agreements covering hourly rate employees provide as follows: 

“The corporation shall pay the balance of the net cost of the program * * * 
over and above the employee contributions * * * It shall also pay any increase 
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in such costs and shall receive and retain any divisible surplus, credits or re 
funds or reimbursements under whatever name, arising out of any such program.” 

Thus, all additional costs due to the establishment of reserves in connection 
with the group insurance coverage for older employees, or for any other reason, 
are borne solely by the corporation. Whether or not these reserves had been 
established, there would have been no effect on the cost of the program to the 
employees of General Motors—either salaried or hourly rate. If the reserves 
had not been set up out of the contribution of General Motors, the cost of the 
program to the corporation for that particular year would have been reduced 
Hence, the manner in which these reserves were accounted for as between 
salaried and hourly rate employees had no effect whatsoever upon the cost of 
the program to either group of employees. 

Your staff has inquired as to the treatment of reserves when hourly rate 
employees were first covered by a separate insurance policy Commencing Septem 
ber 1, 1950. The following explanation is intended to summarize both the 
testimony given to your committee and the additional information provided to 
your staff by us. 

When the group insurance program for many of its hourly rate employees 
was made the subject of collective bargaining in 1950, General Motors determined 
that it would be necessary to segregate the costs of the hourly rate program 
from the salaried program. The hourly rate employees who had previously 
been covered under the same group policy as the salaried employees were pro 
vided coverage under a separate new group policy applicable only to hourly 
rate employees. In fact, there seemed to be no other satisfactory procedure 
in view of the fact that General Motors had agreed with the unions to pay all 
costs above the amount contributed by the employees in the collective-bargaining 
unit. As amatter of fact, with the hourly rate program being set up as a result 
of bargaining with unions, there was no other practical method except to permit 
it to stand on its own feet supported by the direct contributions to the program 

Accordingly, since September 1, 1950, separate reserves applicable to only 
hourly rate employees—including the reserve established to provide for the 
protection of older or retired employees in the event of discontinuance of coy 
erage for younger employed—have been built up solely out of the contributions 
of General Motors to the cost of the hourly rate program. 

In addition, in order to provide the maximum of safeguards for the life-insur 
ance coverage of hourly rate employees, special provision was made in 1950 to 
make all the reserves under the old policy, which was continued to cover only 
the salaried program, available to protect any unfavorable experience that might 
develop under the hourly rate program. Thus, until such time as the reserves 
under the hourly rate program were built up to the levels required by the insur 
ance company, there were maintained under the salaried program additional 
reserves equal to the difference between the reserves required for hourly rate 
employees and the actual reserves built up for these employees. 
the full amount of the reserves required—built up out of the amount paid into 
the program by the corporation over and above employee contributions—was 
at all times available for all General Motors employees, both salaried and hourly 
rate. 


Accordingly, 


We have been advised by the insurance company that since 1953 the reserves 
established under the hourly rate program have been at the required levels 
A further point of interest to you may be the fact that the reserves built up under 
the hourly rate program are solely for the use of the hourly rate program and 
are not available for use by the Metropolitan for the salaried employees’ program. 

The Metropolitan Life Insurance Co. has advised us that at no time have there 
been “excess reserves” under the group insurance program. The sum of the 
reserves under the two separate policies was always the amount required as 
determined by Metropolitan. To the extent that reserves were built up under 
the hourly rate portion of the program, it was possible to release an equal amount 
of reserves (which had been held for the hourly rate employees) under the 
salaried portion of the program. The allocation of the total reserves between 
the two policies varied depending on the availability of the required amounts 
under each of the programs. At no time would such allocation have had any 


effect on the amount of contributions made by either hourly rate or salaried 
employees. 


No portion of the total of these reserves held by Metropolitan has ever been 
returned to General Motors. 


each year, as the number of insured employees at the older ages has increased. 


The total amount of such reserves has increased 
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because of the establishment of such reserve eT as been an additional 
to General Motors Corp. each and every yeu 
ished to the extent of the increase in the am 
hasized that no portion of this additional year 
ovees—either salaried or hourly rate. 
\s you know, providing specific group insurance benefits for a fixed employee 
ribution is by no means unique with General Motors. We have 
for 40 years the large majority of 


reserves were first 
erves set up It 


ms been charwed 


been informed 
group insurance plans covering the 
oyees of a particular employer have been set up on the same principle of 
xed benetits to employees for a fixed cost to such employees rather than with 
xed employer cost, or costs between employees 
this prim iple of tixed emp over 
If this principle were not followed, the 
ribution to group insurance would fluctuate from yeur to year based on good 
ad experience. The administrative costs of effectin 
employees would also be an 


a predetermined sharing of 
employers, The wide acceptance of 
readily understandable 


cost 


elipioayvyee 


tnnual rate changes 
important amount Such fluctuations could 
o bea disturbing element in employer-employee relations, and group insurance 
d be pushed a step nearer the old unsatisfactory forms of assessment insur 

It has been found much more satisfactory for group-insurance plans to 

ide definitive benefits for a definite contribution from the 

the employer rather than the employee absorbing 
to year but with the employee contribution 

nual cost of the plan. 


employees, with 
fluctuations in cost from year 


+ consistently less than the aggregate 


li is recognized that the cents-per-hour type of bargaining of insurance pro 
ins has had some acceptance during the last 10 years as labor organizations 
ive become active in bargaining such programs—particularly in the case of 
tiple-employer programs. However, the large majority of single-employer 
programs are still being offered on the level-of-benefits basis, the method fol 
lowed by General Motors Corp. since the 
program, 


\ \ 


inception of its group-insurance 


e sincerely trust the foregoing explanation will clarify the reserves questions 
raised by, or before, your subcommittee during our hearing. We respectfully 
request that this letter be included in the record For the convenience of the 


other members of your subcommittee, and Mr. Cotter, copies of this letter are 
being sent to each of them, 
Very truly yours, 


H. W. ANperson, Vice President 


62033—56—pt. 3——51 
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